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Mike Finamore was told he had leukemia.
Nine years ago.
When Mike Finamore was thirteen years old, he was
told he had leukemia.
At that time, this meant he had five, maybe
six months, to live.
But just about then, leukemia research produced some
dramatic results:
A special combination of drugs that would kill the
leukemia cells in the blood and permit the person to live longer
than ever before.
So Mike was treated. And it worked.

He didn’t die.
Instead, he became one of the fortunate few to have
leukemia and live. And today his weekly treatments enable him
to lead a normal life.
In fact, right now he’s putting the roof on a house
he built himself.
And when it’s finished there will be a double celebration.
The new house. And Mike’s 22nd birthday.
Most people expect presents. Mike’s happy
just to have a birthday.

We want to wipe out cancer in your lifetime. Give to the American Cancer Society.

MANAGEMENT ADVISORY SERVICES FORUM

Gentlemen:
Generally, I am attempting to al
locate a fixed, monthly cost to my
company amongst various depart
mental users in some sort of equita
ble fashion. All I have at my dis
posal is a small sample of their
actual usage.
Specifically, I am purchasing a
communications network from AT
&T who will charge me a fixed
monthly rental, independent of vol
ume, usage, etc. Now I must break
this cost down amongst the various
users of the network. AT&T will
provide me with a monthly sample
(small) of each department’s actual
usage (number of cables, time du
ration, destination, etc.).
I have in the past read of various
techniques to “optimally” perform
this allocation. These techniques
were quite sophisticated mathema
tically (using linear programing,
dynamic programing, etc.).
Do you know where I might ob
tain some appropriate references to
help me. Thank you.
The first reply received came from
from the New York office of a major
national firm:
The two points I would make
relative to the inquiry on allocating

network costs to user departments
are as follows:
1. Since the total cost to the com
pany is fixed for each time period,
there is no “optimal” allocation, in
terms of any economic objective.
Therefore, the mathematical pro
graming approach is inappropriate.
2. Any allocation of the fixed cost
should relate to the actual or esti
mated usage by each department
and the cost impact of the way in
which the network is used by each
department, e.g., time duration, des
tination, etc. This would be analo
gous to the cost algorithms used by
commercial time sharing vendors
to determine the billings to each
user. In other words, the mix of
input/output time, file storage, file
manipulation, terminal connect
time, use of central processor, etc.,
for a given application will deter
mine the cost for that particular
usage based on the relative weights
given to each component.
The other answer to the query
came from the headquarters office
of a large regional firm:
I’m afraid I have to answer the
reader’s question with a question:
Is the sample taken by AT&T a

“random” sample? If it is truly a
random sample the reader need not
worry about its apparent smallness:
it can be safely used as a reason
able image of total usage to assign
the total fixed cost to the various
users.
Statistical sampling is an ac
cepted discipline and we use it ex
tensively in our audit work. (For
example, we recently used a ran
dom sample of 453 to accurately
audit a population of 46,000 install
ment loans.)
Even if AT&T’s sample is not a
random sample, I don’t see where
the reader has any choice but to
project it in the absence of a builtin project control system (unless he
is willing to take on the burden
some task of forcing each user to
maintain a detailed usage log). Any
arbitrary formula for allocation of
total cost is bound to be less accur
ate than the sample projection.
The optimization formulae re
ferred to by the reader are used to
find the economically best way to
allocate limited resources (supply)
among multiple users (demand).
Since the optimum allocation will
probably bear no resemblance to
his actual usage, I don’t think there
is any application here.
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Frank Schultz • A Practical Marketing Model for Short- and Long-Range Planning ... p. 17
In the past two years a small number of leadership
companies have moved in the direction of using the
type of practical marketing model described in this
article, the authors says. The main purpose of these

models is to
variations in
product mix,
of marketing

indicate the effect on profitability of
market size, share of market, volume,
pricing, distribution, and various types
expenditures, i.e., advertising, etc.

William L. Kendig and Robert A. Levy • Improving Financial Information Systems
for University Management................................................................................................................
University administrators are being called on increas
ingly to choose among alternative programs and to de
cide how to reduce costs in some areas so that resour-

ces can be diverted to others. This article outlines six
steps to improve university financial reporting systems
to help administrators make these decisions.

Howard J. Oboler • Managing a Racetrack the Modern Way.
Racing is not just “the sport of kings”; it is a business.
To improve the racetrack’s profits the areas of auto
mation, plant layout, personnel, and administration

p. 27

p. 33

are considered. Additionally, methods of increasing
the sport’s decreasing popularity are discussed, includ
ing credit cards for bettors.

Thomas L. Bransford • USERS: A Computer Program for Voluntary Social Agencies ... p. 38
Voluntary agencies need a method of accounting that
satisfies the reporting requirements of diverse funding
organizations, segregates costs by program, and pro

vides a data base that will simplify writing proposals
for funding new programs. Goodwill Industries and
IBM worked together to automate this kind of system.
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Louise H. Dratler • A New Frontier for Consultants?................................................................. p. 43
When nearly 300 professionals met at the second an
nual North American Conference of Management Con-

suitants they discussed their clients’ new consulting de
mands, Government contracts, and personnel problems.

James A. Knoblett • The Gambler's Ruin Model as an Aid in Capital Budgeting
........................................................................ p. 49
Decisions ..................................................................
The Gambler’s Ruin model is not a panacea for making
capital budgeting decisions, but rather it provides a
different vehicle with which to view a problem, this

author states. The model allows a businessman to de
termine the probabilistic chance of economic survival
using a fixed “wager” from a given capital base.
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Help college
help you.
Businesses like yours gave over $340,000,000 to higher
education last year.
It was good business to do so. Half of all college grad
uates who seek work go into business. The more graduates
there are, and the better educated
they are, the more college serves
the business community.
Your money was vital to col
leges. It relieved financial pres
sures, made planning more flex
ible, and contributed to the kind
of basic and applied research that
puts new knowledge and technol
ogy at the service of industry.
So that colleges can continue
to help you, give to the college of
your choice now. For information I Councilfor Financial Aidto Education, Inc.
on ways to do it, please fill in and II 6 East 45th Street, New York, N.Y. 10017
I Please send me your free booklet, "How
mail the coupon.
I Corporations Can Aid Colleges and

I
I Universities."
I
Name________
I
Company________
I
Address________
I
I
City
State___ Zip
I
I
Council for Financial Aid to Education, Inc.
I
I
I Advertising contributed for the public good.
L

AE

Council for Financial Aid to Education, Inc., 6 E. 45th St., N.Y.C., N.Y. 10017
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U. S. Devalues Dollar by 10 Per Cent in Effort to Reverse
Unfavorable Trade Balance, Following Week of Financial Turmoil
The 10 per cent devaluation of
the U. S. dollar, announced by Sec
retary of the Treasury George P.
Schultz at a late evening news con
ference on February 12, climaxed a
week of increasingly critical pres
sure on the dollar, exchange clos
ings in most major European and
Japanese money markets, and the
purchase of billions in American
currency by foreign exchanges in
an effort to keep the U. S. dollar
at the level to which it was lowered
at the Smithsonian Agreement in
December, 1971.
It also climaxed a month of sig
nificant financial announcements,
two of which played an important
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role in the February collapse of the
dollar. In early January, the Ad
ministration lifted mandatory wage
and price controls on all phases of
the economy except processed food,
health care, interest and dividends,
and the construction industry. Sub
sequently it was announced that
the United States had suffered its
worst balance of payments deficit
in history during 1972, importing
nearly $7 billion more than it ex
ported.
The $7 billion surplus of Amer
ican dollars abroad drove down the
dollar’s value in terms of foreign
currencies; foreign speculators’ fears
that the United States, without

strict controls, was in for another
round of inflation that would cause
the dollar to lose even more in
value (which it has, of course, since
the February 12 announcement) ap
parently caused them to turn in
their dollars for more stable cur
rencies. Germany alone had to re
deem $3.5 billion in two days dur
ing the week of February 4-10.
The main distinction between de
valuation and domestic inflation is
that while the dollar, under devalu
ation, is cheaper in terms of for
eign currencies, no effect whatever
should be anticipated in the domes
tic market except for those trading
segments dealing in foreign goods
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or in products incorporating foreign
components. Prices of such goods
will have to rise in the United
States since the dollars sent abroad
for their purchase will buy a lesser
quantity of yens’ or marks’ or
francs’ worth of the products or in
gredients needed.
Thus, theoretically, while each
U.S. dollar sent abroad will be
cheaper that it was before deval
uation and so will buy less foreign
merchandise, prices of U.S. goods
should drop in overseas markets
since the currencies used to buy
will be worth more in U.S. cur
rency.
Therefore the crux of the whole
matter would seem to be control of
inflation in this country: a 10 per
cent devaluation of the dollar would
be worse than useless if the overall
prices of American goods should
rise by 15 per cent, and the prices
of foreign products were to remain
stable.
As far as domestic consumers are
concerned, the only price rises they
face are those made necessary by
purchase of foreign goods in this
country or of domestic products
made with foreign components.
Thus, consumers of petroleum prod
ucts—which means everyone who
drives a car or almost everyone
who consumes electricity—face do
mestic price rises. Some foodstuffs
are expected to go up in price not
because they use foreign ingredients
but because there should be heav
ier foreign demand for them now
that the dollar is cheaper. Scarcity
may drive up their price here.
The reaction to the American ac
tion, which was coupled with a
Japanese move freeing the yen to
“float” ( to be traded freely with
out interference or control by the
Japanese government) was gener
ally extremely favorable, both in
this country and abroad. Almost
the least favorable comment voiced
by those economists and bankers in
a position to talk authoritatively
was that the American move, while
necessary at this time, was not
going to solve the long-range un
favorable U.S. balance of trade.
President Nixon on Tuesday,
February 13, said that the nation
6

must have a “fairer shake” in inter
national trading and warned that
tariffs might be raised against na
tions or exporting groups abroad
that employed “discriminatory poli
cies” against American goods.
Extremely important was the
psychological change in the atmo
sphere. The Administration, which
in the eyes of many foreign ob-

servers had behaved recklessly and
precipitately in lifting mandatory
price and wage controls when it
did, particularly when food prices
were driving up the overall rate
of inflation so sharply, suddenly
began to look more responsible. It
seemed to have a program and one
that at least had a chance of work
ing.

Nixon Lifts Mandatory Wage and Price Controls
As Phase II of Program Yields to Phase III
Early in January the Nixon Ad
ministration lifted mandatory price
and wage restrictions on all phases
of the economy except processed
food, health care, interest and di
vidends, and the construction in
dustry.
Controls lifted, but . . .

The controls were lifted with a
catch. The same White House an
nouncement also asked for a oneyear extension of the Economic
Stabilization Act, due to lapse in
April, and warned the decontrolled
portions of the economy that man
datory controls would be reimposed
if any company’s or any group’s
wage or price actions exceeded
Government-set standards for the
conduct of private business.
These standards are generally
similar to the mandatory controls
that existed under Phase II of the
price-wage program, but there are
significant differences in the moni
toring and enforcement procedures.
For example, under the new regu
lations, firms with sales of $250
million or more are only required
to file quarterly reports of price
rises and profit margin changes. All
companies with sales of $50 million
or more must keep detailed records
of price and profit margin changes
available for Government inspec
tion.
It is in the area of monitoring
price and profit margin changes
that the new program is most amor

phous. During Phase II “consum
ers” were encouraged to report any
suspected price violations to the
nearest IRS office; such reporting
is definitely not welcomed under
Phase III. Indeed, local IRS offices
seem to be pretty much out of the
picture. About 1,500 IRS agents
will continue to be involved in
monitoring acceptance of the new
“voluntary” restraints. These agents
will work out of Washington and
will review records of the large
companies required to submit them,
do sample audits and spot checks
at the less than $250 million level.
This compares with the require
ment under Phase II that each com
pany with sales of more than $100
million obtain prior approval of
any proposed price increases and
companies with less than $100 mil
lion in sales but more than $50
million file quarterly reports of
prices and profit margins. There
were also, under Phase II, about
twice as many IRS agents assigned
to the control program, and they
were scattered through nearly 60
offices across the country.
Supervision at the top has been
eased considerably too. The old
Price Commission and the Pay
Board have been abolished and
their functions assumed by the Cost
of Living Council. Cost of Living
Council officials will monitor com
panies’ compliance with the Govern
ment guidelines primarily through
published reports in the general
and trade press.
Management Adviser

At first, there was no indication
as to what penalty, if any, other
than price rollbacks or reimposition
of controls, might be faced by a
company that brazenly disregarded
the Government’s suggested guide
lines.
However, the point was subse
quently cleared up in an interview
with Secretary Schultz by U. S.
News and World Report. Compa
nies that violate the Government
guidelines, he said, will not be re
quired to refund the money to those
who had bought their products nor
will they be penalized for setting
their prices higher than the Gov
ernment guidelines. They will be
subject to “retroactive penalties,”
since their action could result in
reimposition of mandatory controls
which would mean that excessive
price increases subsequent to reim
position could result in penalties.

As compared to the last half of
1971, personnel advertising drop
ped 6 per cent.
However, the other functional
areas of management reported on
by Executrend showed an increase
in the last half of 1972 as compared
to the same period in 1971: de
fense engineering up 142 per cent;
general engineering and science,
28 per cent; finance, 17 per cent;
general administration, 58 per cent;
manufacturing, 48 per cent; and
marketing, 13 per cent.
As for the total demand for exec
utives in the last half of 1972, gen
eral engineering accounted for 27
per cent of the positions adver
tised; finance, 24 per cent; market
ing, 20 per cent; manufacturing,
13 per cent; defense engineering,
6 per cent; general administration,
6 per cent; and personnel, 4 per
cent.
Accounting demand up

Executive Job Outlook

Brightens for 1973,
Three Firms Report
The last half of 1972 showed a
28 per cent increase in the amount
of display advertising for execu
tive positions as compared to the
same period in 1971, reports Heidrick and Struggles.
Executrend, the consulting firm’s
copyrighted survey of management
openings display advertising ap
pearing in 11 major U.S. cities,
found only in the area of personnel
was there a drop in the number of
management positions advertised.

Even more optimistic than the
Heidrick and Struggles’ survey re
sults is the Boyden Associates, Inc.,
prediction that the demand for ex
ecutives with minimum salaries of
$25,000 is likely to be about 20
per cent higher in 1973 than it was
in 1972.
“The 1973 outlook for executive
job opportunities should reach a
five-year high,” said Boyden Pres
ident Frederick M. Linton. The
executive search firm makes its pre
diction on the basis of its nation
wide survey of 475 major corpor
ations.
According to the survey, the job
category with the greatest poten

(1967=100) (3 M0. MOVING AVG. ADJUSTED FOR SEASONAL) RATIO SCALE

tial increases is the accounting and
financial area, rising 20.7 per cent
on a national composite. Engineer
ing and research was the area with
the lowest forecasted increase, 4.5
per cent on a national composite.
The areas of the country that the
survey indicates will have the
greatest executive growth poten
tial are the East and Southeast.
With the exception of accounting
and finance, the West Coast showed
a significantly lower increase in all
job categories, Boyden reports.
The greatest increase in projected
executive positions in 1973 will be
in consumer durable goods, up 17
per cent, the executive search firm
predicts.
Third firm concurs

A third firm also involved in ex
ecutive search is predicting a good
job market this year too.
“The nation’s executive job mar
ket outlook will show continued
strength and growth in 1973 and
will expand over the 1972 rate by
15 to 18 per cent,” said Korn/
Ferry International’s President Les
ter B. Korn.
“Internationally in 1973, demand
should increase 20 per cent over
1972,” he said. Those being most
sought after will be chief executive
officers, chief operating officers,
general managers, and finance offi
cers, Mr. Korn stated.

Control Data—IBM
Suit Settled; Justice

Lawsuit Pending

From Heidrick and Struggles' Executrend.

March-April, 1973

Control Data Corp. has settled
its suit against IBM and, conse
quently, the Justice Department is
going to have to work a little bit
harder on its own case against the
computer giant (see M/A, Nov.Dec., ’72, p. 9).
In December, 1968, Control Data
first filed its antitrust suit against
IBM. It charged IBM with a mul
titude of monopolistic and anti

7

competitive practices in both the
marketing and manufacturing of
computers. IBM responded with
counterclaims. The case was sched
uled to come to trial on November
5, 1973 in Federal District Court
in St. Paul, Minn.
William C. Norris, Control Data’s
chairman and president, commented
after the settlement was announced
on January 15, that the suit against
IBM “has proved to be one of the
best management decisions in our
history.
“We are extremely pleased with
the settlement. It was fair, and our
company will achieve substantial
long-term benefits from the busi
ness transactions.”
It has been reported that most
of the information that the Justice
Department has about IBM’s al
leged monopolistic practices comes
from copies of the documents and
testimonies Control Data had gath
ered in preparing its own case for
court. Mr. Norris said that in light
of the settlement, Control Data will
not further aid the Government in
its case.
In fact, Control Data destroyed
the index which accessed its 150,000
pages of IBM’s documents by
author, date, and subject matter.
However, in a letter to stock
holders, Mr. Norris wrote, “We will
continue to advocate the relief
which we believe should be ob
tained for all segments of the in
dustry by the Government’s case.”
Marketing practices were not
covered in the settlement, but Mr.
Norris said that he thought only
the Government, not a private
plaintiff, could obtain any lasting
action in this area.
The four principal terms of the
agreement reached between IBM
and Control Data were:
1—IBM would sell the Service
Bureau Corporation, its wholly
owned subsidiary, to Control Data
and would also promise not to en
gage in the data services business
in the United States for six years.
2—IBM would grant four fiveyear research and development con
tracts to Control Data.
3—The world-wide patent cross
8

licensing agreement between Con
trol Data and IBM would be ex
tended until June 30, 1978.
4—IBM would reimburse Control
Data for its expenses in the amount
of $15 million.
Frank T. Cary, IBM’s chairman
and chief executive officer, said at
the settlement’s announcement, “I’m
gratified with the settlement reached
with CDC. This suit has gone on
for over four years and has repre
sented a significant and growing
expenditure of management time
and legal expense. This settlement
is timely and conclusive and it gives
fair value to both sides.”
Telex Corporation has also
brought antitrust charges against
IBM. That case is scheduled to pro
ceed on April 16, 1973. Telex has
charged that the destruction of the
index was against court orders and
thus the IBM-CDC settlement
should be set aside. CDC claims it
offered the index to Telex for
$5,000, but its offer was refused.

New Charts On

had a median income of $6,168 in
1971, or about 40 per cent less
than male heads, who had a me
dian annual income of $10,149.
“These income disparities exist
almost a decade after passage of
the Civil Rights and Equal Pay
Acts, both of which were designed
in part to equalize pay differences,”
The Conference Board observes.
It also notes that since 1948, the
number of women aged 20 and
over in the labor force has in
creased by 91 per cent, as com
pared with 20 per cent for men.
The Conference Board charts are
part of its “Road Maps of Indus
try” series designed for its mem
bers and educators.
Europeans also discriminate

Reuters recently did a study of
the European community and found
that women at every professional
level are paid less than men. The
news agency observed, “the EC is
becoming the world’s foremost
commercial force and the anomaly
of the woman worker’s inferior
ity .. . is glaring.”

Sex Discrimination

In Wages Released
The Conference Board, not gen
erally known as a women’s libera
tion organization, recently released
some charts depicting the large in
come disparities between women
and men.
Numbers used in the charts came
from the latest available data from
the Bureau of the Census and the
Bureau of Labor Statistics.
In 1970, the median income for
all women who were year-round
full-time workers was $5,440, com
pared with $9,184 for men. Women
on the average earned 41 per cent
less than men, which, The Confer
ence Board notes, is virtually the
same ratio as existed in 1939.
However, in 1971, 5.9 million
households were headed by women
as compared to only 3.6 million in
1950, or about 60 per cent more
families have women as their prime
source of income. Full-time yearround working female family heads

Women at Pitney Bowes
Demand and Win New

Promotion Policies
A new effort to provide equal
treatment for women and minority
group staff members has been un
dertaken by Pitney Bowes.
The company’s reevaluation of
its employee policies started last
spring when Magdalen Canning,
a P.B. financial division trainer,
voiced her criticism of the status of
women in the company at a job
holders’ meeting.
Among other observations, Ms.
Canning found that while 88 per
cent of the employees in P.B.’s
customer accounting department
were women, only 13 per cent of
the management positions were
filled by them.
The company responded to Ms.
Canning’s criticism by assigning
Management Adviser

her to coordinate a study of the
status of women within Pitney
Bowes and how it could be im
proved. She took the leaders of the
newly formed study group to, Bos
ton to consult with a similar task
force that had been formed at the
Polaroid Corp.

Few exempt jobs

Some of the statistics P.B.’s task
force discovered were that 33 per
cent of the company’s total work
force in Stamford was female, but
only 7 per cent of its salaried (ex
empt) jobs were held by women.
None of its company officers were
women.
Some of the women’s task force
study recommendations that Pitney
Bowes’ management agreed to
were: male and female candidates
are to be asked the same questions
in job interviews; a feasibility
study of a company-run day care
center for working mothers is un
der way; supervisors are to encour
age qualified employees to apply
for more responsible jobs; manage
ment is to try to integrate previ
ously segregated work sections; the
term “sales representative” is to
be used instead of “salesman.”

No special priorities

Although the company was 90
per cent in agreement with the
task force’s recommendations, it
would not agree to the group’s
suggestion that in filling positions
“if two [job candidates] are equally
qualified and one is a woman or
a minority employee, the latter
should be given priority.”
Management would also not
agree to providing every employee
with his job description, job level,
and pay range, because it “would
require too much paperwork to
keep such information current par
ticularly where pay ranges are con
cerned.” However, the employee
can request the information from
his manager and copy it for his
personal reference.
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AT&T Pays Minority
Employees $15 Million

‘Delayed Restitution’
The Government’s discrimination
suit against the American Telephone
and Telegraph Company has been
concluded with the company pay
ing out the largest settlement ever
made of this kind. In addition, the
Government has used a new puni
tive measure, “delayed restitution,”
for not complying with civil rights
legislation.
On January 18 AT&T said it
would award approximately 13,000
female and 2,000 male employees
$15-million in equal pay claims and
restitution. An additional $23-million a year in raises will be paid
out by the corporation.
“Delayed restitution” compen
sates a worker who did not try for
a promotion because he thought
the company would not give him
one. Ten thousand AT&T female
employees who are transferring into
craft jobs will receive up to $400
each in “delayed restitution.”
David K. Easlick, AT&T vice
president—human resources devel
opment, said, “It is good to clear
the air in this way. It is good to
arrive at a more precise understand
ing of what the law requires in
the equal employment opportunity
field, and to be able to strengthen
our Affirmative Action Programs in
line with this understanding.”
A lawyer for the Equal Employ-

An error appeared in the
November-December issue of
Management Adviser. In a
news story appearing on page
15 of that issue, it was stated
that Recomp Systems, Inc., is
a wholly owned subsidiary of
Allied Stores Corp. Although
Recomp Systems, Inc., mar
kets data services for Alcomp
Systems, Inc., which is a sub
sidiary of Allied Stores, Re
comp Systems, Inc., is not and
never has been affiliated with
Allied Stores Corporation.

ment Opportunity Commission,
David Copus, was quoted as say
ing that when others read the agree
ment “employers won’t have any
trouble knowing what they’re going
to be asked to do. Anyone who has
a skeleton in his closet should be
nervous.”

Canadians Found to Be
Well Represented in
Company Leadership
Canadians do have a voice in the
business affairs of U.S.-controlled
companies in Canada, maintains
Handy Associates, management
consultants.
The firm found that more than
55 per cent of all board members
of Canadian corporations owned or
controlled by U.S. interests are
Canadian. Nearly two-thirds of the
presidents of these corporations are
also Canadians.
James A. Skidmore, Jr., Handy
president, said that in more than
half of the 29 Canadian corpora
tions studied, Canadians had “the
bigger say.” Of 268 directors, 148
were Canadian, 112 American, and
the remainder were of different na
tionalities.
American manufacturing compa
nies average 11 directors on their
boards, but Canadian concerns
tend to have smaller groups, Mr.
Skidmore noted.
“For the companies we studied
the average is nine, almost evenly
balanced among directors employed
by the parent company, those em
ployed by the Canadian operation,
and outside directors. The nation
ality or citizenship of the average
nine-member board is about five to
four in favor of the Canadians.”
Almost 95 per cent of the outside
directors are Canadian, Mr. Skid
more reported.
“In only one company did we
find zero Canadian representation
on the board. And in one case, we
found only Canadians, all of whom
are company officers,” Handy’s
president said.
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For the Executive in Finance—

Poor Product Planning Handicaps Their Companies,

Marketing Managers Report in Survey

What is top management doing
to decrease the number of new
product failures, the management
consulting firm of Coloney, Can
non, Main & Pursell, Inc., asked
in a recent survey.
The New York firm questioned
23 marketing managers in compan
ies whose 1971 sales aggregated
$11 billion. Its findings were re
ported on in the fall 1972 issue of
CCM&P’s quarterly, Management
Practice.
According to three-quarters of
the managers, their companies’ total
product line planning suffered from
short-sightedness. This seems to be
in spite of the fact that two-thirds
of the managers said their compa
nies had developed some overall
strategy that spells out how the
product line will be used to further
the company’s profit and volume
objectives.

they believe their jobs are made
more difficult because of commu
nications and organizational bar
riers. Two-thirds of the marketing
managers cited as a problem lack
of a person or group clearly re
sponsible for directing the new
product effort.
CCM&P suggests, “Every effort
should be made—if necessary, every
rule of organization broken—to
bridge all communications gaps; to
find the ‘right man’ to plan and
direct the product line; to put him
in a position to do the job.”
The questionnaire used in this
survey, “Managing the New Prod
uct Function: A Diagnostic Ques
tionnaire,” and the CCM&P quar
terly newsletter are available from
the firm, free of charge, at 50 East
42nd Street, New York, N.Y. 10017.

control was five times as much as
that spent in 1967 and twice as
much as was spent in 1971.
He believes that more widespread
support of corporate socially-ori
ented expenditures will be gener
ated if stockholders are consulted
prior to making such decisions.
“Following the usual approach of
capital budgeting theory, a project
should be undertaken only if the
expected rate of return exceeds the
firm’s cost of capital. Application
of this general criterion to all pri
vate corporate investments should,
other things remaining equal, re
sult in the maximization of the
market value of the firm’s stocks.”
A model for a corporate socio
economic operating statement has
been worked out by David F. Lin
owes, CPA, and was introduced at
the 1972 Environmental Health
Conference (see M/A, JanuaryFebruary, ’73, p. 13).

Assigning Salesmen to
Territories Outdated,

Review reveals weaknesses

“The most direct evidence of
sound or unsound product plan
ning is a review of the product line
itself. And the answers to ques
tions about the product line sug
gest in most companies strategic
weaknesses persist,” CCM&P states.
Of the managers questioned, 64
per cent characterized their new
products as both “late” and “metoo” efforts. Sixty-five per cent cited
the absence of low-priced or spe
cialty items that facilitate product
line distribution, CCM&P reports.
About half of the managers said
that senior management was only
involved in the latter stages of the
new product development process.
Only one-quarter of the partici
pants’ companies have senior man
agers allocating the budget among
activities and to specific new prod
ucts.
Over half of the respondents to
the CCM&P questionnaire said that
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Business Journal Says

Social Costs: Should
They Be Incorporated

In Capital Budgets?
Corporations should adopt ex
plicit plans for incorporating social
costs and benefits into their capital
budgeting processes, Dr. George
W. Trivoli believes.
In a paper presented before the
annual meeting of the Southern
Finance Association, the University
of Akron educator said, “With the
increasing percentage of private
business budgets flowing into pol
lution control and socially respon
sive investments, it becomes im
perative for them [such businesses]
to utilize a systematic budgeting
technique to guide the allocation
of funds.”
Dr. Trivoli pointed out that the
amount spent in 1972 on pollution

The assignment of sales person
nel to geographic territories is an
outdated concept, according to Al
ton F. Doody and William G. Nick
els, writing in Michigan State Uni
versity’s MSU Business Topics,
Autumn 1972.
“Strategic selling is necessary to
meet the needs of the relatively
small percentage of business, 11.6
per cent, that accounts for about
90 per cent of the nation’s total
sales receipts,” the authors maintain.
Mr. Doody, vice chairman of
Management Horizons, Inc., and
Dr. Nickels, assistant professor of
marketing at the University of
Maryland, point out that in com
panies where sales people are con
fined to geographic territories their
jobs become sales service, rather
than sales. The salesmen often re
sent the service activities because
“they involve much paperwork and
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have little to do with face-to-face
selling as traditionally defined.”
Sales organizations have to be
restructured so that sales people
have two tasks: sales development
and sales maintenance.
The sales force should aim to
promote the establishment of “long
term symbiotic relationships be
tween buying and selling organiza
tions,” the authors say. It should
aim to deal effectively with the
customer giants, the companies that
do 90 per cent of the buying.
“This means a thorough knowl
edge of the customer’s economic
situation, competitive situation,
and systematic needs. In some
cases, the product package must
be custom made, and this may re
quire top level negotiations be
tween the corporate officers of
the buying and selling organiza
tions,” Mr. Doody and Dr. Nickels
conclude.

viser look good in performance
studies but they do little for the
plan participants. A more sensible
approach is represented by the
imaginative formulas developed by
some actuaries for the efficient use
of long-term paper profits,” he said.
Beware of 10 per cent yield

Mr. Segal noted, “If past experi
ence is the measure, yields of 10
per cent or more are not forthcom
ing for periods significant to pen
sion funds.”
He advised against an emphasis
on speculative issues in the pen
sion fund portfolio and suggested
an adequate counterweight of fixedincome securities be maintained.

Overseas Executives
May Not Need Premiums:

Short-Term Gains
Cited as Danger Area

For Pension Funds
Pension fund managers should
be cautious about converting short
term gains into immediate improved
benefits or reductions in pension
costs, warns Martin E. Segal. Short
term gains should usually be used
to cushion short-term losses, he
maintains.
Mr. Segal, president of Wertheim
Asset Management Services Inc.
and senior vice president of Wer
theim & Co. Inc., brokers, ad
dressed his remarks to the First
Annual Pensions Conference in
New York, January 15.
“Funds which fall prey to the
siren songs of over-zealous financial
advisers who project annual invest
ment gains of 10 to 12 per cent or
more may be courting severe finan
cial problems,” Mr. Segal warned.
He advised against pension funds
carrying high paper profits over ex
tended periods.
“Paper profits, carried year after
year, may make the investment ad
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Conference Board
American executives serving in
foreign posts are believed to need
financial premiums because of the
physical and psychological hard
ships entailed in their jobs, a study
by The Conference Board finds.
The Board surveyed 267 of the
largest U.S.-owned international
companies and found that 84 per
cent of them pay a financial pre
mium to expatriate executives and

81 per cent provide cost-of-living
allowances in addition to salary.
Not much of a hardship

Opponents of the foreign-service
premium say that very few foreign
assignments involve the hardship
today that was present decades ago
when the extra compensation may
have been needed.
According to the study, these op
ponents contend, “As for personal
risk, a man is safer in Central Af
rica than in New York’s Central
Park, they say. What enticement
is required to move a man from
Brooklyn to Paris, London, Copen
hagen or Rome, they ask?”
Yet 72 per cent of the companies
surveyed provide their overseas ex
ecutives with either housing or
special-housing allowances. In some
companies this housing benefit is
also extended to local nationals.
Other benefits

Other related statistics uncov
ered by The Conference Board
were: income tax payments which
exceed home-country levels are re
imbursed to U.S. expatriates by 70
per cent of the companies; an an
nual or a biannual home leave is
offered by 88 per cent of the com
panies; insurance (life, accident, or
health) is provided by 95 per cent
of the companies; and a retirement
plan is provided by 90 per cent of
the surveyed companies for some
of their overseas employees.

Oil-Rich Sheikdom of Abu Dhabi Boasts
32 Computers for 50,000 Citizens
The sheikdom of Abu Dhabi in
the Trucial States has 50,000 resi
dents and 32 computers.
Ten years ago the sheikdom’s
principal occupations were fishing
and pearling and the primary
means of transportation was the
camel. In the early 1960s oil was
discovered and now the automobile
is king.
Recently Abu Dhabi joined with

five other sheikdoms along the Per
sian Gulf to form the Federation of
United Arab Emirates. Naturally
enough, the Abu Dhabi finance
ministry is upgrading its system, to
an NCR 200, to handle the admin
istrative burden for all the Feder
ation’s members.
Today in Abu Dhabi you may
really have to walk a mile for a
camel, but not a computer.
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For the Management Consultant—

ADAPSO Issues Position Paper Attacking Non-EDP

Companies that Offer Computing Services
The Association of Data Process
ing Service Organizations, Inc.
(ADAPSO), has taken a strong
stand against the incremental mar
keting of computer services by or
ganizations whose main businesses
are in other fields.
Presumption of coercion

YOU’RE
WHISTLING
IN THE
DARK...

“Recognition of a presumption of
coercion in connection with the
computer services cross-market tiein sale by the courts, now, is nec
essary and proper, and should be
made to wait no longer,” ADAPSO
declared in a position paper.
Although the organization has
not started any legal actions on this
issue, one of its members has a
case pending that relates to it. Rey
nolds & Reynolds Co., Dayton,
Ohio, has filed a suit against Volks
wagen of America, Inc., in U.S.
District Court in Chicago. VW is
supplying software services to its
dealerships that R&R once per
formed. ADAPSO is waiting to see
how this case proceeds before tak
ing any action of its own, said
Jerome Dreyer, ADAPSO executive
vice president.
Increasingly serious trend

IF YOU
THINK THAT
HEART DISEASE
AND STROKE
HIT ONLY THE
OTHER FELLOW’S
FAMILY.

GIVE...

so more will live

HEART
FUND
Contribued by the publisher
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According to ADAPSO’s presi
dent, Bernard Goldstein, “The mar
keting of computer services by
banks, bank holding companies,
communications carriers and others
are but parts of an increasingly
serious and damaging trend by con
glomerates and others to use the
power they have in their primary
businesses to interfere with free
and open competition in the com
puter services industry.”
Mr. Goldstein continued, “When
companies with huge capital
amassed in other businesses, such
as automobiles, and with monopol
ies resulting from patent positions
or long-standing trademarks, begin
to sell computer services as a side

line, almost always coercion and
unlawful tie-ins are present.”
According to the ADAPSO posi
tion paper, “The cross-market oper
ator has only to remove the co
ercive tie-in aspect by applying
the now recognized ‘maximum sep
aration’ principle. The public and
the cross-market operator are thus
not denied any advantages or bene
fits from scale—which are often
small and sometimes non-existent
in the computer services industry—
but simply the marketing leverage
which results from the cross-market
relationship and the ‘full line’ ap
proach.”

MIS Planned to Meet
Dartmouth’s Financial,

Educational Needs
Dartmouth College is developing
a management information system
to aid in charting its future educa
tional and financial needs.
Project FIND (Forecasting Insti
tutional Needs for Dartmouth) will
also create a computer language
that is flexible enough to enable
many users to build their own
models for their data interpretation
needs.
Prototype already exists

A prototype of Project FIND
was implemented last summer. It
presently contains data files on
3,500 staff members, 480 faculty
members, 300 administrators, and
more than 10,000 facilities in 100
campus buildings. To guard all
data considered confidential, a ser
ies of special passwords has been
built into the system.
Dartmouth President John G.
Kemeny, co-developer of the Dart
mouth Time-Sharing System, said,
“As we are entering a stage of
modest expansion occasioned by
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the new Dartmouth Plan, we must
monitor very closely the percentage
of faculty on tenure and study the
long-range budget implications of
the size and distribution of the
faculty.”
One of the major goals of the
project is to develop models of
various elements of the college,
President Kemeny said.
“Once we have succeeded in
building models of the major com
ponents of the college, we will at
tempt to combine them into an
overall model to be used by the
board of trustees in making longrange plans,” President Kemeny ex
plained. “We will be able to pro
vide the board of trustees with
much more reliable forecasts of the
future financial needs of the col
lege, and we will be able to make a
significant saving in the size of the
supporting staff by using compu
ters to do a great deal of the infor
mation-keeping and analysis.”
Project FIND is being funded in
part through a $100,000 grant from
the Rockefeller Brothers Fund and
a $100,000 gift from an anonymous
donor.

Some Computer Damage
Easily Avoided

tape to raise their hands. The en
tire audience raised their hands.
The speaker then asked for all those
who have had this happen for as
many as ten tape reels to raise
their hands. A large portion of the
audience raised their hands again.
The speaker was Louis Scoma,
Jr., president of Data Processing
Security, Inc., Park Ridge, Ill. His
company evaluates data center se
curity, modifies available security
devices for data center purposes,
and provides security maintenance
for these centers.
In a recent interview, Mr. Scoma
described to the writer several de
vices that would do the F.B.I.
proud, but he also gave some com
mon sense pointers that anyone
entrusted with computerized ma
terial should consider.
He frankly admitted that at the
present time anyone using a com
puter that can be accessed by tele
phone has no foolproof way to pre
vent someone from dialing in and
using his computer. IBM is pres
ently engaged in a $40 million re
search program on just this prob
lem (see M/A, July-August, ’72,
p. 6). However, Mr. Scoma pointed
out that scrambling devices are
available that code all the informa
tion stored in the computer so that
even if someone reads out infor
mation from your data bank he
will not be able to use it.

Says Protection Expert

Keep backup files

Everybody knows at least one
good computer center horror story:
thousands of dollars of informa
tion wiped out with a magnet; mis
appropriated tapes that make a
former employee a millionaire; or
how about the ones about mis
chievous programers who decide
to get their kicks by phoning some
one else’s computer and playing
with it.
Certainly EDP center security is
nothing to joke about, because in
one form or another many com
panies suffer problems in this area.
At a recent gathering of business
men, the speaker asked all those
whose data centers at one time or
another could not find a specific

Mr. Scoma said he encourages
his clients to keep backup files of
important data off the premises of
the computer center.
Do not keep tape libraries against
the wall of a room, Mr. Scoma tells
his clients. Large magnets can be
placed on the other side of the
wall by someone trying to sabotage
the EDP operation, and the re
sult will be erased information. He
suggests an aisle four feet wide be
set up between the wall and the
tape library.
The stories about the ten-cent
magnets that have destroyed thous
ands of dollars of information are
true, but the only way this can
be done is if the magnet is actually
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put up against the tape reel. Some
one casually walking by the tapes
would have to have a larger variety
of magnet in his pocket to do dam
age to them.
However, Mr. Scoma has found
cases where a small magnet was
good enough to do the foul deed.
A dishonest tape librarian, the last
one to come in contact with the
tapes before they were sent into
storage, ran a magnet across them
and then shipped them off. Com
puter centers are vulnerable to
tape librarians; Mr. Scoma said
that he knows of three cases where
librarians were proven to be re
sponsible for tape sabotage and at
least three others where they were
the probable source.
We posed a hypothetical case to
Mr. Scoma (based on a question
recently asked at an insurance sem
inar): An accountant is auditing a
company with computerized rec
ords. He feels he can iron out some
problems by taking the client’s
tapes back to his own firm’s com
puter center. How can the account
ing firm be protected against theft
or damage of these tapes in trans
port?
Mr. Scoma said that there is a
device known as a “tape preserver”
which shields tapes from magnetic
forces. (These are ordinarily used
to protect tapes that are trans
ported by plane from being dam
aged by the magnetic force created
by the engines.)
A second security measure that
could be taken in this case would
be to send the computer center
operator along with the tapes and
the accountant, Mr. Scoma said. In
this way it would take two people
to steal the tape, two dishonest
people instead of one. Sabotage
becomes more difficult when more
dishonest people are required to
bring it off.
Mr. Scoma has developed “Ten
Commandments of Data Process
ing” that he believes management
should adhere to to achieve opti
mum protection of its EDP facili
ties: 1—Do not take security for
granted. 2—Provide for adequate
personnel clearances. 3—Establish
restricted areas. 4—Provide fire con
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trol and prevention measures. 5—
Provide for theft detection. 6—Pro
vide for sabotage detection. 7—Es
tablish riot and mob controls for
entrances and exits. 8—Do not over
look backup equipment require
ments. 9—Generate backup data
bases. 10—Be security minded in
the physical planning of computer
facilities.
Hard copy protection absolute

“If the. information you are stor
ing has no value to anyone else and
if you keep hard copies of it all,
then there is no need to be con
cerned about computer center se
curity,” Mr. Scoma said. “But if
you do not keep hard copies and
if what you have stored could be
of value to someone else, then you
have to control access, protect
against fire, theft, and sabotage.”
The most popular target for data
theft is the customers’ address file,
Mr. Scoma said. Other files stolen
frequently are payroll and stock
holders’ names.
There are constantly new devel
opments in the security equipment
field. Mr. Scoma said an idea that
had been mentioned for preventing
unauthorized access to a computer
was to use lip prints as identifica
tion. But he doubts the idea will
ever become popular; not too many
businessmen want to kiss their con
soles in order to sign on.

Toan Says Committee
Tries to Integrate Social,

Financial Reports
The accountant’s role in social
measurement has frequently been
alluded to in the last few years,
but now an AICPA committee is
trying to clarify just what that role
is.
Arthur B. Toan, Jr., chairman of
the AICPA’s committee on social
measurement, told the Institute’s
council September 30, “Clearly
there should be opportunities for
management services personnel to
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apply their skills in the design and
implementation of new measure
ment systems, in the integration of
these systems with financial and ac
counting systems, and in the modi
fication or creation of appropriate
systems of financial planning and
control.”
The skills of CEAs working in
the audit and tax fields might also
be useful in social measurement,
he added, but the extent of their
professional involvement is not as
obvious.
Mr. Toan said his committee is
trying to develop a document that
might be entitled, “The Principles
and Standards of a Corporate Re
port.” Because of limited funds, the
committee decided to concentrate
its efforts on the corporate field,
Mr. Toan explained. However, it
intends to remain active in con
tributing ideas to government and
social agencies as well.
Some of the subjects the com
mittee hopes to cover in its report
are: “the purposes of measuring
the social performance of a corpo
ration; the nature of the activities
and actions to be measured; the
criteria to be employed in deciding
whether specific activities should
be included or excluded; the more
appropriate types of measurement;
answers to specific measurement
problems; standards and forms of
reporting,” Mr. Toan said.
“The important thing is to try to
discover what is immediately feas
ible, what can reasonably be de
veloped, what seems, even in the
long run, to be impractical, and
then to see what the costs and the
results might be,” the committee
chairman said.

Chess Anyone? “As readers of
your magazine and former
members of the EDP commu
nity, we at the U.S. Chess In
stitute invite all Management
Adviser readers to compete in
our industry wide postal chess
tournament.” More informa
tion is available from the U.S.
Chess Institute, 6 East 43
St., New York, N.Y. 10017.

‘Age of Accountants,’

Diebold Tells Finance
Ministers in Paris
We are in the age of accountants,
John Diebold told the Ministry of
Economics and Finance Meeting
in Paris.
“In recent years, the image of
the super-salesman as a great bus
iness manager has passed its zenith,
and the age of the efficiency-ac
countant has dawned in the board
room instead,” he said in a speech
entitled “The Social Responsibility
of Business.”
But not only efficiency must be
taken into account by the business
man, the full social costs of his
activities must also be measured,
the management consultant ad
vised.
Mr. Diebold said he supports the
idea of a materials use tax for en
vironmental purposes.
“In the version I favor this would
be a tax, at first withdrawal from
the environment (which usually
means at first sale or import), on
each commodity at a rate that
would be approximately reflective
of the cost that it could eventually
impose on the community if it was
disposed of in the most pollutant
possible legal manner.
“Thus an indestructible plastic
container would bear a heavier tax
than a paper container, because if
you drop it on a dump it lasts
longer; and different fuels would
bear taxes that would vary ac
cording to the mess that they would
exude when burning up. Then
there would be actual payments,
out of the proceeds of this tax, to
anybody who disposed of these
things in a less pollutant manner.”
Although he admitted this sys
tem might lead to some absurdi
ties, Mr. Diebold maintained that
some similar system of alternative
incentives is needed. He suggested
that some of the most vital sectors
of the economy, such as urban
housing, be made the most profit
able through Government restruct
uring of the market and the tax
ation system.
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New Products and Services—

IBM Shows New Low-Priced Optical Scanner;

Honeywell Reveals Two New Small Computers
IBM has added a lower priced
optical character scanner to its
product line. The new IBM 3886
reader makes it possible to enter
handwritten numbers directly into
a computer without converting
them into an intermediate machinereadable form.
The 3886 can read preprinted,
typed, or hand-numbered data from
various size documents and can
either enter it directly into an IBM
System/370 or store it on magnetic
tape for later use.
There is a substantial difference
in price between the 3886 and
IBM’s two other recent model op
tical readers. The 3886 under a
short-term contract rents for from
$2,315 a month and sells for from
$91,000. In comparison, the larger
1287 optical reader rents start at
$2,715 a month and purchase prices
at $122,220. For the 1288 rentals
start at $4,755 a month and pur
chase prices at $223,390. Naturally
IBM says the machines have differ
ent capabilities.
Reader highly versatile

The 3886 can read either U.S. or
European styles of hand-printed
numbers, OCR A font, and OCR B
font. In addition, it can read the
Gothic numerals normally used for
ID or serial numbers on preprinted
forms. Data in a combination of
these styles can also be captured.
Document size for the 3886 may
range from 3 inches by 3 inches
to 9 inches by 12 inches. Standard
size typewritten pages, measuring
8½ inches by 11 inches, can be
read by the 3886 at the rate of ap
proximately 300-330 pages an hour,
IBM states.
First customer shipments are
scheduled for the third quarter of
1973.
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Honeywell has added two small
scale computers to its Series 2000,
the 2020 and the 2030.
The new models, smallest in the
family of disk-oriented processors,
“provide a logical upward growth
path for current users of small-scale
Honeywell Series 200 computers,
and ensure long-term growth with
the Series 2000 line,” the manufac
turer states.
According to Honeywell, the new
computers will compete on a price
performance basis with other com
puters renting from $2,000 and up,
such as the IBM System 3, Bur
roughs 1700, NCR 50, and the Univac 9200.
The 2020 and 2030 fit between
the Model 58 and Model 2040 and
can accommodate most Series 200
and Series 2000 peripherals.
Lease price for a minimum con
figuration of the 2020 is $2,072 per
month on a five-year contract,
$2,341 on a one-year contract, and
purchase price is $96,220.
A minimum configuration of the
Model 2030 can be leased for
$4,447 per month on a four-year
contract, $5,058 on a one-year con
tract, and can be purchased for
about $196,170.

Digital Equipment

Shows Four New
Minicomputers
Digital Equipment Corporation
has introduced four new series of
powerful minicomputer-based sys
tems designed for business applica
tions. The new DATASYSTEMs
300, 500, 700, and 800 are based on
the PDP-8 and PDP-11 minicom
puters.
Stanley C. Olsen, Digital vice
president, explained that the com

pany is marketing the DATASYS
TEMs directly to large corpora
tions which can assume systems
implementation responsibility, and
to original equipment manufactur
ers. “We don’t believe that the selfsufficient user should be forced to
carry the burden of unnecessary
support and assistance efforts re
quired by the first-time or inexpe
rienced user of data processing
equipment,” he said.
Serves many needs

According to Digital the DATA
SYSTEM 300 is a family of three
small business data processing sys
tems (320, 330, and 340) designed
specifically for the office environ
ment. The 500 Series is designed
to provide both batch and on-line
multiple terminal capabilities to
corporations that desire to imple
ment a distributive data processing
program, or to serve as a stand
alone system capable of perform
ing all the data processing func
tions required by a small business.
The manufacturer says that the
DATASYSTEM 700 series is de

A new monthly newsletter
commenting on events and
trends in the data processing
industry is available free of
charge from Datapro Research
Corporation, One Corporate
Center Route 38, Moores
town, N. J. 08057.
The four-page newsletter,
DATAPRO NEWSCOM, is
prepared by the editorial and
marketing staffs of DATAPRO
70, an EDP reference service
that analyzes and evaluates
hardware and software prod
ucts.
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Models are still regarded with suspicion by many as
systems that are wonderful in theory, very poor in
reality. Here's the story of one that worked—and is
working—beautifully in marketing—

A PRACTICAL MARKETING MODEL FOR
SHORT- AND LONG-RANGE PLANNING
by Frank Schultz
Price Waterhouse & Co.

of the Consumer
Products Division of a large
manufacturer had just learned that
a competitor introduced a new
product into two test markets
which posed a threat to his Divi
sion’s most profitable product line
—a line which had a dominant
share of market in its product cate
gory. Before formulating plans to
attempt to counter this threat, the
president wanted to know:
he president

T

• What effect this competitive new
product might have on his product
line based on varying levels of mar
ket penetration by the competitor;
• What are the estimated profits
and returns on investment for the
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competitor based
shares of market.

on

different

By using the Division’s market
ing planning model, the president
was able to determine quickly that
the profit, return on investment, and
payback period for the competitor
looked quite good, assuming rea
sonable penetration of the mar
ket. Figure 1, on page 18, illustrates
the estimated returns on invest
ment achieved at different levels
of market share. Because it was
considered desirable to display
these relationships in graph form,
the modeling system’s plotting
capability was used to print out
the data in this manner.

It was also determined that the
impact of the competitor on the
Division’s major product line and
the overall Division profit plan
could be fairly significant. Figure 2,
page 19, shows this impact in graph
form.
The conclusion at this point was
that the new competitor was likely
to be in the market to stay and that
serious attention had to be given
to the various possible ways of
minimizing his penetration in the
market.
Before detailed plans were de
veloped, the president also wanted
to ascertain the effect on product
line and Division profitability if it
were decided to reduce prices as a
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FIGURE I
Competitor's Estimated Returns on Investment at Various Shares of Market

The impact on profits of

various growth rates for the

total market had to be
assessed, as did the influence
of changes in manufacturing

cost at various volume levels,

the effect of various market
shares over time for the
current product, and the im

pact of lost distribution if
volume erosion continued.

countermeasure. An immediate na
tional price reduction was exam
ined using the planning model, as
was the possibility of implementing
the decrease on a region-by-region
basis so as to minimize the impact
on the current fiscal year. Figure 3,
on page 19, demonstrates the effect
on total Division profits of various
national price reductions. This
showed clearly that the product is
making a negative contribution to
profit when its price is lowered to
approximately $3.25.
Various levels of price reduction
were all rejected at this stage since
the negative impact on profits ex
ceeded that due to the competitor’s
penetration in all but the few in
stances where a dominating share
of market was estimated for the
new competitor, and this was not
considered likely to occur. The de
velopment of detailed marketing
plans by the product group was
initiated to minimize the effect of
this potentially serious new com
petitive product.
The Division also had a strong
FRANK SCHULTZ is a
manager in the manage
ment advisory services
department of the New
York
office
of
Price
Waterhouse & Co. Pre
viously he was a prod
uct group manager for
General Foods Corp. and
an account supervisor for
Benton & Bowles, Inc. Mr. Schultz is a member
of the American Marketing Association and
the Sales Executive Club of New York. He is a
graduate of the University of Notre Dame.
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position in another product line
which in total was only growing
with increases in population. Its
product was a premium-price brand
and was losing market share to
several low-price entries. As volume
declined, manufacturing costs per
unit increased and the profit mar
gin declined accordingly. It became
evident that there might be an over
all profit advantage to be gained
by introducing a new low-price
product under a different brand
name. Before product development
work was instituted, the president
wanted to analyze the ten-year vol
ume and profit projections if (1)
only the current product continued
to be marketed, and if (2) a new
low-price brand was introduced by
the Division.
The impact on profits of various
growth rates for the total market
had to be assessed, as did the in
fluence of changes in manufactur
ing cost at various volume levels,
the effect of various market shares
over time for the current product,
and the impact of lost distribution
if volume erosion continued. In ad
dition to these considerations for
the current product, the president
also wanted to know what total tenyear volume and profits might be
as a possible result of introducing
the new product and what would
be the difference in net profit be
tween marketing only the current
brand and introducing the new
product. This analysis would in
clude factoring in the amount of
Management Adviser

volume which the new product
might take from the present brand,
determining manufacturing costs
due to changes in volume, and ex
amining return on investment and
cash flows.
The computer planning model
was ideally suited to this task be
cause of the variations to be ex
amined and the ten-year period
involved. Figure 4, below, illustrates
the expected profit trends for the
present product and the combined
profit levels resulting from the in
troduction of a new, low-price prod
uct. (Since the computer terminal
cannot graph two lines simultan
eously, this composite was prepared
from two separate charts.)
The conclusion drawn from the
total analysis was that the introduc
tion of a low-price brand would
substantially improve the Division’s
profit potential with a satisfactory
return on investment and, as a re
sult, product development work was
begun.
The preceding examples indicate
only a few of the many ways in
which this company’s marketing
planning models have been used by
various members of management to:
—Examine a variety of alterna
tive marketing assumptions and
—Obtain answers to a wide array
of “what if?” questions.

FIGURE 2

FIGURE 3
Effect of Price Declines on Division Profitability

Price ($/unit)

Much discussion about the use of

March-April, 1973

19

Our firm had developed a
number of computer models

in a variety of industries
in recent years. After prelim

inary discussion, a written
proposal was submitted cov

the computer related to marketing
planning has centered around the
theoretical possibilities which exist
for solving the cause and effect
questions that have bothered man
agement for years. This discussion
has usually been expressed in high
ly technical terms. The result is
that there has developed a signifi
cant gap in understanding and
communication between technical
people and marketing decision mak
ers.
The opportunity which has re
cently been identified by some
companies is to emphasize practical
computer models for marketing
planning use. Essentially, the main
purpose of such practical models
is to indicate the effect on profita
bility of variations in market size,
share of market, volume, product
mix, pricing, distribution, and vari
ous types of marketing expenditures
such as advertising, promotion, sell
ing expense, etc. This capability
can be used in connection with
product lines, type of services, geo
graphical areas, and channels of
distribution.

ering the content and scope of
the prospective engagement.

Goal: effectiveness and efficiency

After additional discussion

The objective of this type of
management tool is to increase the
effectiveness and efficiency of shortand long-range planning. Experi
ence indicates that this objective is
being fulfilled in a growing number
of companies. This article is a de
scription of the development and
installation of marketing planning
models for the Consumer Products
Division of a large manufacturing
company.
The president of the Division had
decided that marketing planning
models would have several bene
fits for his operation:

and an independent investiga
tion of alternatives by the

company the work was begun.

• They would enable his man
agers to do more effective in-depth
planning for established products.
• They would be a useful tool
for analyzing the various new
product and acquisition candidates
which would be key to future
growth.
• They would enable the Divi
sion to have these capabilities while
20

maintaining a relatively small group
of highly motivated professional
product managers.

Our firm had developed a num
ber of computer models in a variety
of industries in recent years. After
preliminary discussion, a written
proposal was submitted covering
the content and scope of the pros
pective engagement. After addition
al discussion and an independent
investigation of alternatives by the
company the work was begun.
The overall project was divided
into two phases. Phase 1 was an
assessment and planning study cov
ering approximately four weeks.
Phase 2 was the model development
and installation work covering
roughly three months.
The objectives of Phase 1 were
to: determine the company’s plan
ning needs; evaluate the applica
bility of models; establish the gen
eral logic of the models; analyze
the data available and required;
evaluate alternative modeling ap
proaches; and estimate the costs
and timing required to develop the
models. An important part of this
process consisted of interviewing
the key marketing, sales, and finan
cial managers who would be the
prime users of the models. The Di
vision marketing information man
ager was a key participant in this
process because of his knowledge
of the people involved, the product
lines to be modeled, the planning
parameters, the data available, etc.
His involvement provided a per
spective on the engagement earlier
than would otherwise be possible.
Early in the second week of
Phase 1 a meeting was held with
key managers at which a prelimin
ary overview was presented of the
areas to be modeled based on the
initial interviews. Some suggestions
were offered by managers for com
puter applications which were be
yond the scope of the project; these
were tentatively eliminated at this
point. These suggestions included
computerizing the call report sys
tem, an inventory control system,
calculating salesmen’s bonuses, etc.
Since
Division
management
wanted the product group to do

Management Adviser

in-depth planning, the availability
of data was a critical consideration
for the basic marketing models.
Fortunately, the information was
being captured by the order entry
system. After consideration of vari
ous alternative ways of extracting
the data, the corporate data process
ing group wrote the necessary pro
grams to have the historical and
projected sales information supplied
to the Division for use in the model.
During Phase 1, a number of dis
cussions were held with top man
agement and other key marketing
users in which tentative agreements
were reached to eliminate some ex
pressed needs and modify others.
The general parameters of the
modeling needs seemed reasonably
well defined. After analyzing various
alternative modeling approaches, a
recommendation was made to use
a specific software modeling sys
tem. The complexity of the project
precluded the use of highly struc
tured programed models.
Four weeks after the start of
Phase 1 a meeting was held with
the president and key Division
managers to present in detail the
recommendations regarding the
modeling requirements which would
fit the needs of the Division. The
key portions of the recommenda
tions were as follows:

1. Divide the Division’s more
than 100 products and pack sizes

EXHIBIT I
MODELS DEVELOPED
ESTABLISHED PRODUCT
Two-Year Plan
Five-Year Plan
Comparative—Plan

LINE MODELS (National/Region/Trade Channel)
by Month
by Year
vs. Actual (Monthly and Cumulative)

NEW PRODUCTS AND ACQUISITIONS MODELS
One-Year Profit and Loss by Month
Ten-Year Profit and Loss by Year
Ten-Year Cash Flow with ROI and Payback
CONSOLIDATION MODEL (National/Region/Trade Channel)
Two-Year Plan by Month
Five-Year Plan by Year
Comparative—Plan vs. Actual (Monthly and Cumulative)

into 16 product groups. Provide for
an additional nine product groups
to accommodate future new product
groups.
2. Develop models covering all
areas of the business as summar
ized in Exhibit 1, above. These
models would provide marketing
plans by product group, sales re
gion, trade channel, and such com
binations as product group within
a region, trade channel by product
group, etc. This type of marketing
planning down to a detailed level
would have been impractical with
out computerization.
3. For established products, pro
vide for a report which would in
dicate actual results versus plan.
Although this is a type of control
report, actual results are required
in the models in order to be able
to take advantage of the projection

capabilities of the models and get
answers to the “what if?” questions
which may result from deviation
from plan.
4. Be able to provide answers to
various types of “what if?” ques
tions. Several examples are set forth
in Exhibit 2, below. Most of the
calculations required to obtain an
swers to these questions are quite
evident. We find that many com
panies are routinely pursuing some
of these questions on a manual
basis. No company of which we are
aware, however, pursues all these
questions as a matter of continual
management practice without the
assistance of computer modeling.
Several capabilities are worth spe
cial comment:

• In developing new month
ly sales goals required to

EXHIBIT 2
EXAMPLES OF "WHAT IF?" QUESTIONS

ESTABLISHED PRODUCTS
1. Actual sales results for all products in the division were 4 per cent behind plan for the first three months of the year.
A. If this trend continues, what will be the overall division and individual product volume and profit for the year?
B. If the budget is to be achieved for the year, what sales volume is required for each of the next nine months, for the division in
total and for each of the products?

2.

Manufacturing costs have increased significantly on product lines A, B, C, and D. If price increases are taken on these lines of 3 per
cent, 6 per cent, 7 per cent, and 4 per cent, respectively, will the resulting Division profit margin be within Government Phase II price
control guidelines? What would be the effect if each price increase was. higher than these levels by 1 per cent, 2 per cent, 3 per cent?

3.

Product "B" has a projected volume growth of 5 per cent per year in the five-year plan. What would be the sales volume and
for the product if annual growth was: 0 per cent, 2 per cent, 4 per cent, 6 per cent, 8 per cent, and 10 per cent?

profit

NEW PRODUCTS
1. What is the effect on the individual product and product group sales volume and profits, if 10 per cent of product "D" volume
comes from product "E"? What if this were 20 per cent, 30 per cent?
2. A proposed acquisition requiring $1,500,000 cash investment has a 14 per cent ROI. If the investment were to be increased by $500,000,
what is the new ROI? What are the ROI's if volume is 5 per cent, 10 per cent, 15 per cent below forecast?
3. Assuming a sales volume of one million units, what unit price is required for product "G" to break even the year after introduction?
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EXHIBIT 3
ALLOCATION MODEL

REGION

Last
Year's
Sales
Index

Popula
tion
Index

Brand
Develop
ment
Index

Buying
Power
Index

1
2

90
105

110
120

82
88

103
84

98
96

$ 1,960,000
1,920,000

9

82
117

80
87

103
135

89
126

89
118

1,780,000
2,360,000

10

Weighted
Average
Index

Planned
Sales

$20,000,000

Last
Year's
Sales
Index
TERRI
TORY

Popula
tion
Index

Brand
Develop
ment
Index

Buying
Power
Index

Weighted
Average
Index

1
2

85
102

95
93

81
70

84
95

87
91

41
42

90
80

103
100

106
99

108
102

103
91

Planned
Sales
$

43,500
45,500

51,500
48,500

$20,000,000

achieve the original planned
volume as indicated in Ques
tion One B in Exhibit 2 under
Established Products, manage
ment is able to focus the atten
tion of marketing managers on
the reasonableness of achiev
ing higher, specific targets. We
believe it is easier to come to
grips with “reality” when ana
lyzing a specific set of new
targets. Modeling can make it
efficient to provide these new
sales targets for review.
• Question Two (Exhibit 2)
under New Products pertain
ing to return on investment is
a common consideration in
evaluating new products and
acquisitions. Since we are deal
ing with a full profit and loss
statement over a ten-year pe
riod, the manual calculations
required to produce answers
to all of the considerations in
this question are extensive. It
has been estimated that the
determination of a specific se
lected ROI percentage and
the preparation of a ten-year
P & L could require eight to
ten hours if this were done
manually using a calculator.
22

The computer derived the ROI
percentage in seconds. It took
an additional few minutes to
have the terminal print a full
ten-year P & L.
• Question Two (Exhibit 2)
under Established Products is
only one version of questions
which arose related to the
Government’s Phase II price
control program. This type of
model is ideally suited to ex
amine many variations of price
increases quickly and efficient
ly in order to obtain the maxi
mum allowable profit margin.
• New Product Question
One (Exhibit 2) represents a
desirable capability when in
troducing a product line exten
sion or a new brand into a
product category in which the
company already has an entry.
The objective is to accommo
date the impact of related
products and express net prof
itability. For example, if Prod
uct A has a 20 per cent share
of market and Product B is a
new prospective brand in the
same category and is expected
to appeal to many of the same
consumers, management may

believe it is reasonable to as
sume that 25 per cent of Prod
uct B’s total volume will come
largely from Product A. The
model has been developed so
that only the total incremental
profit contribution of Product
B can be shown if desired.
This capability can also be
used to examine the profit im
pact of an array of penetration
factors before deciding on the
one which appears most rea
sonable, or conservative.
5. As an additional planning tool
which could be used in the deter
mination of market potential for
products and in the allocation of
resources, selection of test market
sites, assignment of sales quotas,
etc., it was recommended that a
model be developed which would
permit the efficient weighting of the
variety of factors which the Division
wanted to use in arriving at such
decisions.
Exhibit 3, at left, indicates one of
the ways in which this type of
model can be used, in this instance
to arrive at a targeted volume fig
ure for a brand in each of the ten
sales regions and 42 sales territor
ies. Only four possible influencing
factors are shown in the example.
From a modeling standpoint innu
merable factors could be accom
modated. In this particular project
a provision was made for nine fac
tors. For purposes of illustration in
Exhibit 3, the assumption is made
that a national sales forecast has al
ready been developed and agreed
upon for the next year. If manage
ment wishes to distribute this new
sales forecast in direct relationship
to last year’s brand performance in
each of the territories, only the first
factor (Last Year’s Sales Index) is
used. The anticipated national vol
ume is used as an input and the
computer prints out the appropriate
Region and Territory budget in the
far right-hand column (Planned
Sales). If management decides that
previous performance is not the
best indicator of sales potential in
an area, it could then take into ac
count other factors which it felt
should influence brand volume, for
Management Adviser

example, Population, Brand Devel
opment, and Buying Power. If it is
felt that not all of these considera
tions are equal in importance, each
factor can be weighted as deemed
appropriate. Planned Sales could
then be distributed in relationship
to the Weighted Average Index
for each sales area.
6. In the course of the scoping
phase of the project it became evi
dent that additional computerized
capabilities would increase the effi
ciency and effectiveness of the plan
ning process. The following are the
more important capabilities which
were agreed on to:

EXHIBIT 4
WEEKS AFTER START
1

2

3

4

5

6

7

8

9

10

11

12

Stage I
Detailed definition of
* Outputs
• Data size

* Questions
* Interrelationships

Stage II
Logic definition
Programing

Stage III
Program corrections

Running with test data
Answering test questions

• Spread annual projections
throughout the year by month
using seasonal indices. This
capability will enable mana
gers to prepare a base forecast
which reflects the normal sea
sonal fluctuation in sales. To
this can be added the expected
sales impact due to promo
tions, advertising, new size in
troductions, competitive ef
forts, etc.
• Spread national product
line projections to trade chan
nels on a national basis and
trade channels within Sales
Regions.
Since the Consumer Prod
ucts Division sells brands in
four trade channels and sells
a number of products in more
than one trade channel, con
siderable manual calculations
would be involved in develop
ing appropriate volume tar
gets. Computerizing this task
increases efficiency and en
hances the accuracy.
• Convert unit sales projec
tions into dollar sales fore
casts. The product managers
normally plan in terms of unit
volume, while the sales de
partment uses dollar sales tar
gets to manage field force ef
forts. With 16 product lines,
four trade channels, 42 terri
tories, and monthly sales goals,
this manual task consumes sub
stantial time for an effort that
is ideal for machine computa
tion.
March-April, 1973

Validation
Stage IV
Documentation

Presentation
Company personnel
participation:
Marketing Information
Manager (½ time)

The consideration of formats de
sired for output reports was left until
last in Phase 1 because the software
used allows flexibility with regard
to item descriptions and sequence
of items. After considering several
format possibilities, the Division felt
that the full Profit and Loss State
ment would best meet its needs. One
consideration which made this deci
sion easier than it might otherwise
have been is the capability of the
modeling system to print line items
on a selective basis. Thus, a product
manager who wishes to determine
the impact on profits due to a
change in the mix of his product
group can have only the profit line
printed out; he does not have to
have an entire P & L printed. He
can also have several selected line
items printed out at once, thereby,
in effect, creating his own format to
suit the particular situation.
Financial model, too

The obvious advantage to a full
P & L is that the one report can then
be used as a management tool by
the controller’s department thus fa
cilitating the financial budgeting
and control process. A number of

financial people who have reviewed
this capability describe it as a finan
cial model and they are right. The
two exceptions to this characteriza
tion would be that (I) financial
models usually contain a wider
variety of reports such as balance
sheets, fund statement, and financial
ratios which are required by the
controller and treasurer functions,
and (2) financial models normally
do not accommodate the full needs
of marketing planners in terms of
such data elements as total market,
market share, unit volume, etc.
The last part of the Phase 1 pre
sentation was a schedule of the pro
posed work plan for the detailed de
sign and implementation of the
models. This schedule is shown as
Exhibit 4 above. Cost estimates and
computer usage charges for the
next stage were also presented at
the end of Phase 1.
In the main, Phase 2 consisted of
the technically complex job of writ
ing the specific computer programs
which perform the required calcu
lations and print the reports.
The first task in the implementa
tion phase was to finalize output re
quirements. This set the stage for
developing the logic as to how all
23

EXHIBIT 5
OVERVIEW OF MODEL SYSTEMS

EXECUTIVE
RESPONSE

24

'WHAT IF?"

Management Adviser

the data elements interrelate, the
sequence of calculations, etc., which
is required before specific programs
can be written. Exhibit 5, at left,
illustrates the relationship of vari
ous elements of the model and
the operation of the system.
At the end of Phase 1, the intent
was to provide modeling capability
only on the basis of a product group.
It was felt that separate plans for
individual brands or package sizes
could be accommodated with one
of the additional nine product
group slots which had not been
used. Upon further discussion in
Phase 2 it was determined that man
agers needed considerably greater
flexibility, particularly in treating
package sizes of various products.
Therefore, it was decided that we
would provide an additional capa
bility for handling product mix
within each product group model.
A product manager could then plan
separately for a product line or a
package size nationally, by geogra
phic area, by trade channel, and
time period, and determine separate
profitability results or have the in
formation consolidated into the
product group plan.
Potential added data

A variety of other details were
resolved early in Phase 2. For ex
ample, it was decided to leave room
for adding at a later date purchased
market data on total market size and
market share; the ability to manipu
late inventory data would be incor
porated after a new inventory con
trol system was installed; it was
agreed that product samples would
be accounted for as a promotional
cost and that their volume would
not be reflected in either the gross
or net sales figure, etc.
Other data handling and format
ting considerations arose during the
next few weeks but none presented
a serious problem. The balance of
the work, therefore, was largely
technical in nature. The specific pro
grams were written to provide for
the proper input of data, manipulat
ing the data, and presenting the re
sulting information in the desired
formats. Test data and hypothetical
questions were used to check the
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EXHIBIT 6
PROFIT AND LOSS STATEMENT
National—Product Line 2
(000's omitted)
Qtr. 4
Qtr. 3

Tot. 73

2
534
1,169
43

2
529
1,160
42

2
2,147
4,702
171

1,137
476

1,126
471

1,118
468

4,531
1,896

669

661

655

650

2,635

66
32
18
12

76
28
21
12

73
30
19
10

71
29
19
11

286
119
77
45

128

137

132

130

527

22
17
6
11
9
5

19
18
4
8
7
5

20
16
5
9
8
4

18
17
4
8
8
5

79
68
19
36
32
19

70

61

62

60

253

2
3
27
9
3
13
14
4

2
3
27
8
4
13
13
4

3
—
27
10
2
13
6
6

3
—
27
8
3
13
6
6

10
6
108
35
12
52
39
20

Qtr. 1

Qtr.2

Product Line Number
Gross Sales—Units
Gross Sales—Dollars
Returns and Allowances

2
545
1,193
43

2
539
1,180
43

Net Sales
Standard Cost of Sales

1,150
481

Gross Profit

Television
Print
Agency Fees
Other Advertising
Total Advertising

Free Goods
Selling Materials
Display Development
Promotion Allowances (Discounts)
Special Promotion
Other Promotion
Total Promotion

Samples
Package Development
Shipping
Research and Development
Market Research
Food Broker Commission
Royalties
Other Direct Expense
Total Other Direct Expense

75

74

67

66

282

Profit Contribution Product Line

396

389

394

394

1,573

accuracy and completeness of the
programs.
Although we often speak of de
veloping “a” planning model for the
Consumer Products Division, from
a technical point of view there are
actually six separate models which
were required to provide the over
all capability.
The last step in the technical
process was the development of doc
umentation. This consists of placing
in a manual all of the specific pro
grams which comprise the models,
directions for the use of the models,
steps to be taken to modify pro
grams or create new models as fu
ture needs dictate, etc.
The designation and training of
an individual as the Division’s model
builder and computer terminal oper
ator is, of course, vital to the suc
cess of developing and using com
puter models. In this instance the
Division’s marketing information
manager was an ideal choice. He
was heavily involved in the plan

ning process, was knowledgeable
about data availability and was fa
miliar with the operation of the
computer terminal. His contribu
tions during both phases of the en
gagement were extensive. Training
in this case was, therefore, a con
tinuous process. By the end of
Phase 2 the marketing information
manager was sufficiently familiar
with all the requirements for oper
ating and modifying the system to
be self-sufficient. The Division had
the responsibility for generating the
actual sales and expense information
to feed into the model and the mar
keting information manager was in
charge of this effort.
As mentioned earlier, the Division
elected to have reports presented
using its profit and loss formats.
Exhibit 6 above indicates the de
tail available for one of the Divi
sion’s national brands. Exhibit 7, on
page 26, illustrates the types of
additional performance measures
provided for the evaluation of a
25

EXHIBIT 7
PROFIT AND LOSS AND CASH FLOW FOR NEW PRODUCT OR ACQUISITION
(000's omitted)

72

73

74

75

76

77

78

79

80

81

24,550
10.0
9.0
2,213
1
2,213

27,128
10.5
11.9
3,221
1
3,221

30,112
11.0
14.3
4,315
1
4,315

33,424
11.0
17.0
5,671
1
5,671

36,934
10.5
18.2
6,708
1
6,708

40,997
10.0
18.8
7,711
1
7,711

44,892
9.5
19.8
8,870
1
8,870

49,157
9.5
20.7
10,198
1
10,198

53,581
9.0
21.9
11,729
1
11,729

58,403
9.0
23.1
13,488
1
13,488

Income After Taxes
Addition to Earnings Per Share
Depreciation
Working Capital Add Back
Total Sources

33
.004
131

290
.035
137

547
.066
146

494
.060
158

610
.074
208

740
.090
247

899
.109
301

1,060
.128
381

1,267
.153
501

164

427

693

652

818

987

1,200

1,441

1,768

1,502
.182
801
2,112
4,415

Working Capital Change
Capital Expense
Contingency

229
48

168
60

183
72
12

226
84
55

173
300
149

167
192

194
216

221
240

256
240

294
300

Total Uses

277

228

267

365

622

359

410

461

496

594

-113

199

426

287

196

628

790

980

1,272

3,821

Total Market—Units
Market Growth Per Cent Per Year
Market Share Per Cent
Sales Units
Price—Dollars
Sales—Dollars

Net Cash Flow

17
6

Return on Investment Per Cent
Payback Period—Years

potential new product or acquisi
tion. Profitability statements by sales
region and trade channel are con
solidations of product sales in a par
ticular geographic area or channel
of distribution, taking into account
only those expenses directly attribut
able to the region or trade channel.
In examining product profitability
within a sales region, the Division
decided to measure initially only
the gross profit contribution. At a
later date, the Division will con
sider incorporating a “merchandis
ing profit” measure. This will in
clude direct product line expense
items which would not have to be
allocated, such as advertising, pro
motion, food broker commissions,
royalties, etc.
Phase 2 was completed almost ex
actly on schedule, 12 weeks after it
began. The final presentation to
management was held a week later
and documentation was delivered at
that time.
To date, the Division has used
this planning tool in a variety of
ways and is pleased with the results.
Usage has been for new product
performance analysis, acquisition
projection analysis, new production
and promotional sales quota alloca
tion, pricing studies, evaluation of
alternative strategies, and analysis of
competitive new product entries, in
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addition to use in regular planning
activities for established brands.
The Division has also been able to
make modifications in the accumu
lation, manipulation, and presenta
tion of data with little difficulty and
no outside assistance.
The following benefits result from
this type of management tool:
1. Management is able to make
better informed decisions.
2. Company managers are pro
vided with the tools to improve in
depth planning.
3. Decisions are reached with
greater objectivity.
4. The entire planning process is
speeded up.
5. A single manager can manage
more business, without a decrease
in marketing sophistication.
In the past two years we have
noted a small number of leadership
companies moving in the direction
of using the type of practical mar
keting model described in this ar
ticle. During the next five years we
believe the existence of such mod
els will become commonplace in
industry. Although it is possible for
a company to develop this kind of
capability by itself from ground
zero, there appear to be a number
of compelling reasons for creating
specific programs which interact

with an already existing software
modeling environment. Models con
structed in this manner can be com
pleted:
• More quickly
• Far more economically
• With greater assurance of
success
• Without interfering with
company priorities.
Conclusion

Practical marketing models can
be a useful management tool which
can increase the efficiency and the
effectiveness of short- and longrange marketing planning. This as
sumes, of course, that valid data
are available for input and that the
predictions made by management
are reasonable. The company de
scribed in this article has achieved
real and varied benefits at an
early stage. This project demon
strates that the development of a
comprehensive marketing model
does not have to be costly, pro
tracted, or of doubtful success. The
trend in industry during the past
two years indicates that, with this
kind of practical modeling as a base
capability, the application of the
computer to basic marketing plan
ning will, finally, begin to show the
promise that has been written about
for many years.
Management Adviser

The problem of allocating expanding resources to growing pro
grams is entirely different from that of sharing shrinking funds
among alternative programs. That’s the situation faced by univer
sity administrators today, and it demands entirely new financial
knowledge of them. Here’s a plan to furnish such knowledge—

IMPROVING FINANCIAL INFORMATION
SYSTEMS FOR UNIVERSITY MANAGEMENT
by William L. Kendig
University of Maryland

and Robert A. Levy
Computer Directions Advisors, Inc.

allocation decisions
process, and to utilize financial data
are difficult any time. How
earlier in the decision process.
ever, they were easier to make in However, in many instances,
problems arise when the search for
universities when budgets were
meaningful financial information
growing rapidly than during the
for university management purposes
current environment of static or de
begins. The accounting systems of
clining budgets. Today, university
universities are built around the
administrators are being called
fund accounting concept and most
upon more and more to choose
universities are on the cash (as con
among alternative programs (in
trasted to the accrual) basis of ac
stead of funding all of them), and
counting. Because the cash basis of
accounting is utilized, a number of
to decide how to reduce costs in
problems arise, including:
various areas so that resources can
be diverted to other uses. Thus, the
1. Items which would be treated
decisions which must be made in
as inventories in a business environ
the current operating environment
ment are shown as operating costs
differ from those made in the past.
in the year purchased rather than
Today’s decisions require admini
in the year the service benefits
strators to utilize substantially more
from the inventory are utilized.
knowledge of the financial aspects
2. Some fixed assets, such as of
of the university in the decision
fice equipment, are expensed during
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the year of purchase rather than
being capitalized and depreciated
over their useful lives.
3. Major capital expenditures are
reflected only when the funds are
expended with no facilities’ use
charge (depreciation) being added
to operating costs over the life of
the asset in order to give a clearer
picture of the actual cost of various
programs or activities. Hence, when
information concerning program
costs is requested, usually only
costs from the operating budget are
included.
On top of this, the fund account
ing concept has usually resulted in
emphasis being placed on the integ
rity of the individual fund. This, in
turn, has made it difficult to relate
expenditures from one fund to an
other for analytical purposes even
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though expenditures in more than
one fund might relate to a single
program or activity being analyzed.
This adds an additional difficulty
in securing data concerning pro
gram costs since operating funds,
plant funds, etc., are usually con
sidered independent entities.
Most financial reports prepared
in the past were either for internal
budget control purposes or were
prepared to meet some statutory re
quirement. The budget control re
ports generally were not designed
for analytical use, but were de
signed to assist in controlling speci
fic departmental expenditures. As
such, they were useful for financial
control, but often were of little use
for analysis. Hence, many universi
ties have found that they have little
financial information readily avail
able for choosing among alternative
courses of action to solve problems.
This has meant that the analyst of
ten utilizes very imprecise financial
information when making recom
mendations to university manage
ment.
The purpose of this article is
to set forth an outline of steps nec
essary to improve the financial in
formation currently available to
university administrations.
The remainder of this article sets
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forth the steps often found neces
sary to improve the financial report
ing systems of universities in such a
way that meaningful management
information is provided.
Necessary steps

Step 1: A commitment on the part
of top administrators to the devel
opment of improved financial in
formation for decision purposes —
University administrators tradition
ally have not been overly concerned
with the economics of many of their
decisions. The decisions made were
based primarily upon educational
considerations. Educational con
siderations will always have to have
top priority in our institutions of
higher learning. However, in a
period of budget stringency it be
comes necessary to inject financial
considerations into the planning
process at a far earlier point than
previously. Hence, the first step in
improving financial information sys
tems is for the top administrators of
the university to support the need
for improved financial information.
Otherwise, the effort to improve the
system will prove futile either be
cause (1) a good system will be
designed which will provide data
that will seldom be used, or (2)
the system will never be completed
because those elements which re
sist change in any environment will
understand that the effort does not
have support from the top and will
actively resist the proposed changes
at every stage. If it is very likely
that top management support will
be withheld, the program should
probably be dropped before it is
started. The time, energy, and
money which would have been used
in improving the financial system
could then be diverted to some
project with management backing.
In addition to supporting the con
cept of improved financial informa
tion systems, active top administra
tive support is necessary in another
way: helping to define the informa
tion necessary for decision pur
poses. This is discussed in more de
tail in Step 2, which follows.
Step 2: Output orientation in the
design of the system—If a financial

information system is to be useful
in assisting in making management
decisions, it must provide data re
lating to the problems of manage
ment, and it must provide the data
in a manner which is readily un
derstandable by the management
group. Therefore, the second step
in the design of an improved finan
cial information system should be
the definition of the type of data
which should be produced by the
system. Too often one finds system
designers starting at the other end
of the problem, i.e., they begin by
trying to figure out what informa
tion should be entered into a sys
tem and how this information should
be manipulated. Then, at some fu
ture point they attempt to deter
mine what the system outputs will
be. After this is done, a manager
may ask for certain information
from the system and be told that he
cannot get it because provision for
the data was never made when the
system was designed. This arises
because of a lack of understanding
of the needs of the top administra
tors on the part of the system de
signers.
It is far more difficult to begin
the design of an improved financial
information system from an output
standpoint rather than from an in
put level because the output-orien
ted approach requires an extensive
time commitment on the part of
several top administrators (as well
as increased effort and understand
ing on the part of the system de
signers) in assisting in defining sys
tem outputs. However, the eventual
usefulness of the data produced by
an output-oriented system is usually
so much greater than that produced
by an input-oriented system that
the extra effort is warranted. This
approach also moves the institution
away from financial information
systems designed by accountants for
use by other accountants.
2A: Defining the problems of top
management — The time commit
ment of several top administrators
is required in defining the typical
problems which they must solve
and to point out any known defi
ciencies in the current financial in
formation available to solve those
Management Adviser

problems. Most systems designers
are not fully aware of management’s
problems and this step is the neces
sary starting point for improving
the financial reporting system. A
typical educational management
problem might be to determine the
total resources available to any aca
demic department during a stated
period. This example sounds simple,
but in reality is quite complex. It
will be discussed further in the sec
tions which follow.
2B: Translating the problems into
financial information needs — After
the typical problems are defined
the administrators and the systems
designers should work together on
deciding the type of financial in
formation necessary to assist in solv
ing those problems. This financial
information then forms the key to
the data base needed to support the
improved system. Let us carry the
example set forth previously (in
Step 2A) a bit further. In order
to be able to determine the total re
sources available to any academic
department, one must delineate the
possible funding sources. First,
there is obviously the regular oper
ating budget of the institution.
Next, one would have to decide if
any type of instructional materials
funds are available to the depart
ments outside the normal operating
budget and if these should be in
cluded. Third, how does one handle
contracts, grants, and direct gifts?
If contracts, grants, and direct gifts
are to be included, but if they do
not coincide with the academic year
or are multi-year in nature, how
should they be handled for report
ing total resources available to an
academic department during any
one year? In addition, what special
fees are collected by departments?
How are departmental revolving
funds to be handled? After answer
ing all these questions, the systems
designer can work with the guide
lines and definitions provided and
identify the necessary data elements
at a very detailed level. Hence, we
have gone from the general prob
lem statement (determine the total
resources available to any academic
department during a stated period)
to the identification of specific data
March-April, 1973

elements needed to solve this prob
lem.
2C: Designing an appropriate re
porting structure — It is not ade
quate simply to determine the type
of data to be stored in a data base.
In order to be useful the data must
be presented to management in
some structured and systematic
manner. In an output-oriented finan
cial information system this requires
the design of tentative output re
ports at the initial stage of the sys
tem design. This is necessary so that
everyone can see and comment
upon the planned output reports
while it is still very easy to intro
duce change into the information
system.1 Briefly, the report formats
must be tailored to the specific
needs of each institution, and pos
sibly to the needs of various parts
of each institution. Moreover, they
should allow comparisons to be
made, trends to be established,2 and
should highlight the items which
management ought to consider most
important. (See section titled “Ben
efits to management” appearing on
page 31.)
Step 3: Determining needed
changes in the account coding struc
ture— Probably the key element (and
one of the most mundane tasks)
associated with any financial re
porting system is the development
of the coding structure for the ac
counts. The account codes assigned
limit the number of ways in which
financial data can be readily re
assembled using EDP equipment to
answer management questions. The
coding structure is usually the
major limiting factor in securing
adequate management information
from present systems. In many in
stitutions, the account coding struc
ture adequately provides informa
tion for statutory purposes and to
guarantee fund integrity, but not
1 Discussion of output report design in
Kendig, William L., and Johnson, Thomas
D., “Developing Systematic Reporting
Structures,” Management Adviser, Jan
uary-February 1972, pp. 20-26.
2 For more information concerning trended
financial statements see Kendig, William
L., “Common-Size and Trended Finan
cial Statements,” Mergers and Acquisi
tions, Spring, 1971, pp. 4-11.

Programs unlikely to receive top man
agement support should be dropped
when it's apparent that such support
is not forthcoming; time, energy, and
money will be conserved.
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EXHIBIT I
Digit 1

Fund

Digits 2 & 3

Program (source of revenue, function of expenditure, or classification of
balance sheet accounts)

Digits 4-6

Agency (three digits to show the detailed source of funds received or
expended)

Digits 7-10

College & Department (first two digits for college or major organizational
unit; the next two indicate departments)

Digit 11

Self-check digit (to assist in locating coding errors)

Digits 12-15

Project (used to identify specific research projects, grants, contracts, and
data for auxiliary operations)

Digit 16

Object of expenditure major category

Digits 17 & 18

Object of expenditure detail

for the newly defined information
needs of management.
Utilizing the information devel
oped in Step 2 of the system design
procedure, one can now analyze the
information and reporting require
ments and determine (1) what ad
ditional information currently not
collected in the accounts will have
to be added and (2) what changes
will be required in the current cod
ing structure to provide the infor
mation in the format needed by
management. Changes of the cod
ing structure to provide manage
ment information usually require
expansion of the number of digits
in the structure and possible rear
rangement of the entire account
coding structure. Therefore, when
the financial information system is
being reviewed one should take the
opportunity to review the concep
tual framework for the entire ac
count coding structure. In reviewing
the entire conceptual framework of
an account coding structure, one of
the most significant problems usu
ally encountered is a lack of con
sistency in coding. This means that
while object of expenditure coding
information may be the fifth through
the seventh digits in one instance,
this information might be located in
positions six, seven, and eight under
other conditions; or, for a multi
campus system, the campus identi
fier is located in the second digit
except under several exceptional
circumstances. These exceptions
make the accounting system lose
much of the flexibility which should
be derived from an automated sys
tem. If there are numerous excep
tions (and there usually are) it be
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comes almost impossible to write a
computer program to reassemble
the data in a manner meaningful to
management.
An example of what might be
considered a good coding structure
and an explanation of the coding
structure elements is given in Ex
hibit 1 above.3
One word of caution must be
given here. Any changes in the es
tablished account coding structure
must recognize that while addition
al information may be needed by
management, much of the old data
previously collected will also be re
quired in the future. Hence, if the
coding structure is changed, it is
generally advisable to operate two
systems in parallel for a period of
time to insure that the newly de
signed system will actually provide
the data necessary for ALL pur
poses. The length of this parallel
operation will vary; however, it
should at least encompass a cycle
which includes the generation of all
major output reports.
Step 4: Drafting a document de
scribing the accounting system —
Many established financial systems
are virtually impossible to under
stand and to work with without
years of experience because they
are not well documented or not
documented at all. The details of
the system are carried in the heads
3 Utah Coordinating Council of Higher
Education, Higher Education Account
ing Manual, November, 1968, published
by the Educational Resources Informa
tion Center (ERIC), Report #ED-031152, Chapter VII. Detailed examples of
the use of this coding structure are pre
sented in the ERIC document.

of employees of the controller’s of
fice. Hence, when developing a sys
tem to improve financial informa
tion for management purposes a
document describing the account
ing system should be drafted. This
should set forth in detail all the
intricacies of the accounting system
and should provide clearly under
standable examples of the material
being discussed. This document
must often be relatively long in
order to thoroughly explain the sys
tem.4 This documentation not only
allows one to understand the sys
tem readily, but provides the basis
for future modifications of the sys
tem to meet changing conditions.
Step 5: Redesign input forms for
ease of capturing the necessary data
for the financial information system
—It should not be assumed that the
input forms used with the current
financial information system will be
adequate with a new system. It is
often advisable to change the forms
utilized by the departments to pro
vide input for the system if for no
other reason than to attempt to
simplify the clerical work associ
ated with the new system.
Forms with most of the coding
preprinted can often be developed
at the same time that the expanded
coding structure is implemented.
Thus, while the new account code
may be larger there is often less
work to be done in the operating
departments.
Step 6: Program, debug, and test
the system—The automation of a
financial information system is de
pendent upon detailed evaluation
within our principal areas: (1) In
put format, content, and frequency;
(2) Record and file structure; (3)
Data handling; and (4) Output re
quirements. Each of these four
areas is discussed briefly below.
(For ease of exposition, the topics
are treated separately. In practice
they are, of course, highly interde
pendent. )
Inputs will vary widely as to
quantity, quality, frequency, means
of receipt, and content. The analyst
4 For an example of such a document
see Utah Coordinating Council of Higher
Education, op. cit.

Management Adviser

The analyst must know the kind of output desired—printed copy, punched cards, tape, micro
film, etc., and he must know the necessary format and contents as well as the distribution.

must determine what method is be
ing used to originate the data; he
must select the most efficient way
to convert the data into computerreadable form; he must appraise
the need for, and the means of,
data verification. In undertaking
these analyses, the analyst will have
to study data format, message
length, whether data arrival will be
random or systematic, and whether
the content will be primarily nu
meric or alphabetic. Additionally,
he will need to consider: hourly
rates of data input; daily volume;
and weekly, monthly, and annual
peaks for data origination.
Once the nature of the input
stream has been adequately exam
ined, the next step is the review of
record and file structure. How
much historical data will be
needed? Should it most efficiently
be maintained in random order, or
chronological order, or alphabetic
or numeric sequence? What should
be the format of the historical files?
Should they be stored on punch
cards, or magnetic tape, or disk?
What will be the rate of file activ
ity? Will the files be irregularly in
terrogated for selected items of in
formation, or will all information
requests be satisfied by standard
ized reports? These are some of the
questions which must be resolved
in designing this phase of the
system.
At the core of the automated
system are the procedures for data
handling (including data aggrega
tion and rearrangement, calcula
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tions, program logic, and the oper
ating environment). The system
may be principally analytical, or it
may tend more toward data sum
marization and reporting. Which
ever the case, the distinction is crit
ical; it will likely dictate the choice
of programing language, and it
may even influence the selection of
computer hardware. Programs may
be run at the computer site, or they
may perhaps be run more conven
iently from remote terminals on
either a “batch” or “time-sharing”
basis. Systems execution may be
constrained by the calculating
speed of the computer, or it may
be dependent upon the computer’s
ability to digest massive amounts
of data. The utility of the system
may be directly correlated with
rapidity of turnaround, and with
the availability of high-speed com
munications links between machine
and user. Data may have to be preprocessed on smaller and less ex
pensive computers to convert it into
a form more readily processed by
large-scale machines.
Finally, and most importantly,
the analyst must consider output
requirements. He must know what
kind of output is desired—printed
copy, punched cards, tape, micro
film. He must know the necessary
format and contents, as well as dis
tribution, volume, frequency, and
the need for retention. As men
tioned above, the design of a finan
cial information system must be
output oriented. This same require
ment applies also to the process

of automating the system. A de
tailed evaluation of system objec
tives and output utilization will be
of paramount assistance in setting
input specifications, designing rec
ord and file structure, and select
ing appropriate means of data
handling.
Benefits to management

Benefits to management of an
improved financial information sys
tem are multiple. For example, a
key item report relative to total re
sources by each academic depart
ment is presented in Exhibit 2, on
page 32. This type of report iden
tifies the dollar amounts provided
to each department from a variety
of sources.
Among the extensions of this
basic report are the following: (1)
a comparison between the amounts
provided and the uses to which
they are applied (e.g., are instruc
tional materials funds being used
to supplement the operating bud
get; are they being used for pur
chase of departmental equipment;
or are they being used for their
intended purpose?); (2) a tabula
tion of unexpended funds for nonbudget items (revolving funds, di
rect gifts) together with a determi
nation of the reasons for accumu
lating balances; (3) computation
of variances between actual and
budgeted expenditures, by category
of expenditure, for such items as
faculty salaries, travel, communi
cations, and equipment; (4) an an31

EXHIBIT 2
Resources Available to Academic Departments
Academic Year 19XX-XX

alysis of the computed variances
to ascertain their causes; (5) a
breakdown of costs by department
on the bases of credit hours, con
tract hours, degrees granted, num
ber of students, and number of fac
ulty members; (6) an evaluation,
campus-by-campus in a multi-campus environment, of costs for cor
responding programs, degrees, and
academic majors; and (7) an ex
amination of the relative success
per faculty member and per de
partment in attracting contracts
and grants.
The sample report presented as
Exhibit 2, and the various exten
sions described above, are substan
tively more than an exercise in
arithmetic. They can, for example,
critically affect the interpretation of
budget allocations among depart
ments. To illustrate: While the op
erating budget is certainly reflec
tive of the major sources of funds,
it at times is not reflective of all
sources of funds. Inspection of the
operating budget may indicate that
a particular department is under
funded with regard to an individ
ual budget category such as equip
ment. But preparation and review
of a report like Exhibit 2 might
32

reveal a substantial amount of
funds allocated to acquisition of
equipment from other sources (e.g.,
an equipment grant from XYZ
Foundation).
Ultimately, the information de
rived from an improved financial
reporting system can be used to de
velop sophisticated models. These
models may be designed to sim
ulate day-to-day operations; they
may provide warnings concerning
potential problems; and they may
offer projections of departmental
needs under alternative conditions.
It is not our intent to discourse at
length on model building. The in
terested reader is referred to the
many publications produced by
WICHE (Western Interstate Com
mission for Higher Education)
and its successor organization,
NCHEMS (National Center for
Higher Education Management
Systems).
Summary

Universities are finding it nec
essary to place more emphasis on
the financial aspects of operations
while making difficult resource allo
cation decisions. However, admini

strators often find it difficult to se
cure adequate financial data from
their current financial information
systems to provide support for de
cisions. This article has set forth
six steps usually necessary to pro
vide a substantial improvement in
the financial information system of
a university. They are:

Step 1—A commitment on the part
of top administrators to uti
lize the improved financial
information for decision
purposes.
Step 2—Output orientation in the
design of the system:
A. Defining the problems
of top administrative
management;
B. Translating the prob
lems into financial in
formation needs;
C. Designing an appropri
ate reporting structure
for the institution.
Step 3—Determining needed chang
es in the account coding
structure.
Step 4—Drafting a document de
scribing the accounting sys
tem.
Step 5—The redesign of input forms
for ease of capturing the
necessary data.
Step 6—Programing, debugging, and
testing the system.
The output orientation of the
system requires the assistance of
several top administrators in defin
ing the system outputs. While it is
difficult to secure the commitment
of time on the part of these busy
men, it is the only way to ensure
that the system will produce the
data necessary for management
purposes. After the system is com
pleted, it should produce data
which can be combined with out
put data (such as weighted credit
hours, enrollment, etc.) to make
trade-off decisions for academic
purposes. It should also provide an
alytical data to allow better cost
control. Better cost control should
allow resources to be diverted
away from some current activities
to other more worthy educational
purposes.
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MANAGING A RACETRACK THE MODERN WAY
by Howard J. Oboler

Arthur Young & Company

racing’s share of the sports/entermay be “the sport of
tainment market.
kings” but it is also a busi
ness, and unless a racetrack makes The totalisator companies have
developed a wide variety of equip
profits it cannot survive. Like any
ment to permit greater track auto
other business today, racing has to
mation. Since the advent of multicontend with rising labor costs and
tote computers, for example, tracks
other economic pressures. In addi
no longer have to hang TIM
*
sheets
tion, the racing industry is closely
or calculate payoffs manually. Staff
regulated by state and Federal
laws, and each racetrack must share
ing requirements have thus been
reduced. In conjunction with these
a legally established portion of its
daily handle with the state. In or
new totalisators, more versatile
ticket-issuing machines have been
der to make profits under these
conditions, a racetrack must be op
designed that can handle more than
one type of bet. These machines
erated with maximum efficiency.
allow a more rapid handling of bet
Although racing is a highly spe
ting activity.
cialized business, the methods of
modern business management still
For many years, computer manu
apply to it. In this article, we will
facturers have been aware of the
look at some of the ways in which
market for their equipment in the
a racetrack can improve profits. We
racing environment. The New York
will discuss automation, plant lay
* In the language of the track “TIM”
out, personnel, and administration.
stands for “ticket-issuing machine.” For
Finally, we will look at some of the
a brief glossary of this and other race
things that can be done to increase
track terminology, see p. 35.
acing
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Racing Association, for example,
employs several large-scale compu
ters which record betting activity,
calculate odds and payoffs, and
even do sheet writing.
A big advantage of commercial
computer systems is that they are
capable of handling processing
tasks, such as payroll calculations,
which are outside the realm of the
more specialized totalisator equip
ment. While the value of totalisator
equipment cannot be disputed, it is
important to compare the advan
tages to be gained from its installa
tion with the benefits derived from
other systems. Should a track install
new totalisator equipment with or
without multi-purpose ticket-issuing
machines? Should a commercial
computer system be installed? These
choices are not simple. Although
the cost to install and maintain this
equipment can be measured and
compared with savings gained
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are questions which are not easily
answered.
The decision to introduce greater
automation at the track cannot be
made without a detailed study of
the economic and operational ram
ifications. It is clear, however, that
modern electronic equipment does
offer a racetrack numerous oppor
tunities for improving the efficiency
of its pari-mutuel operations.
Plant layout

Closed-circuit television can give cashiers prices
rapidly, eliminating the need for messengers.

through staff reductions, other fac
tors are difficult to assess. For ex
ample, what other applications, if
any, could be handled by the com
puter system-payroll, sheet writing,

horsemen’s bookkeeping? What
kind of betting volume can be ex
pected following the installation of
multipurpose TIMs? How many
TIMs should be installed? These

Besides the equipment used to
process betting transactions, the
physical layout of the track itself
is an important factor in operating
efficiency. Many tracks have separ
ate money rooms associated with
the Main, Grandstand, and Club
House betting lines. Thus, each
money room duplicates many of the
activities of the others. Such dupli
cation can be prevented by the use
of a single centralized operation
using a pneumatic-tube network,
dumbwaiter system, or special stair
cases. Whether it is worth paying

Copies of printouts designed for one racetrack using a timesharing program.
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for the installation of any of these
physical communication systems
would depend on the savings re
alized by reducing money room and
messenger staffing requirements,
and the increased speed of opera
tions.
Another approach is for a track
to install a closed-circuit television
system. Green Mountain Racetrack
in Pownal, Vt., has installed such
a system on its three betting
lines to transmit payoff prices to
cashiers. The system enables prices
to be communicated rapidly to
cashiers, and has also made it pos
sible to reduce the size of the mes
senger staff. In this case, it was
decided that the cost of installing
and maintaining the equipment
over a period of time would be less
than the cost of the messengers
needed under the old system.
There are various wavs of modi
fying physical plant to improve
operating efficiency. It is important,
however, that all changes be made
in the light of the cost/benefits re
alized. Obviously, the cost of modi
fications must at least be matched
by the dollar savings resulting from
their implementation.
Personnel and administration

Improvements to physical plant
and the introduction of greater
pari-mutuel automation reduce the
number of people necessary to con
duct racing operations. At the same
time, substantial savings can often
be achieved by improving the op
erating efficiency of the racetrack
staff and by planning to match staff
levels with seasonal variations in
the workload.
No matter what the day, handle,
or attendance, a certain minimum
HOWARD J. OBOLER is
a manager in the New
York office of Arthur
Young & Company. Prior
to joining the firm, he
was a systems manager
with Honeywell and a
systems
analyst
with
Ceir, Inc. Mr. Oboler is
a graduate of Cornell
University and a member of Phi Beta Kappa.
As a Fulbright scholar he attended the Uni
versidad Central in Quito, Ecuador, and he
has also done graduate studies in business
management at New York University.
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The Language of the Track: A Brief Glossary
Betting lines
(1) Those areas of a racetrack, such as the Grandstand or Club House, in which bets may
be placed; (2) the lines of bettors queued up at each of the betting windows at a race
track.
Daily double
(1) In two designated races (usually the first and second races in the program), the betting
on two horses to win each of the two designated races; (2) the two races designated as
the ones on which daily-double betting is permitted.
Handle
With respect to pari-mutuel betting, the total amount of money bet on a race, on the
day's racing, on all the races at a meeting, or for the entire racing season.

Horsemen's bookkeeping
The recording of charges and fees incurred, and purses earned by each horse and jockey
participating in racing events at a track.
Multitote computers
Specialized computers used to totalize betting information captured from each of the
ticket-issuing machines (see "TIM") connected to it. After the winners of a particular race
or event have been declared official, these specialized computers may also be used to
calculate winning payoffs.

Pari-mutuels
The system of racetrack betting which returns to successful bettors the amount of money
wagered by unsuccessful bettors, after deduction of tax and racetrack commission.

Pari-mutuel department
The department of a racetrack in charge of the equipment and personnel required to issue
tickets to the betting public, capture betting data, calculate and display betting odds, and
calculate payoffs for winning horses.

Perfecta
(1) In a designated race, the betting on two horses to finish first and second, in that
order; (2) the race designated as the one on which perfecta is permitted.
Quinella
(1) In a designated race, the betting on two horses to finish first and second, although not
necessarily in that order (thus, a bet on Jolly John and Stand Pat would pay off if these
horses finished first and second or second and first respectively); (2) the race designated
as the one on which quinella betting is permitted.

Racing day
Any day on which a racetrack has been given permission to run a racing program by the
racing commission of the state in which it operates.
Sheet writing
The system which accounts for the monies paid out by racetrack cashiers in relation to
the number of winning tickets received.

TIM (ticket-issuing machine)
A ticket-issuing machine, or TIM, issues a ticket which indicates key betting information:
(a) amount of money bet, (b) the number of the race, (c) the number of the horse bet,
and (d) the type of bet (e.g., Win, Place, Show).
TIM sheets
After betting has been closed for a particular race or event, a sheet is produced by each
ticket-issuing machine which indicates the total number of tickets sold for each betting

possibility that the machine can accept.
Totalisator company
Any company engaged in the manufacture of equipment designed to issue betting tickets
and capture, process, and display betting information.
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How many tracks analyze the historical data at their disposal . . .?

staff size will always be required
to conduct the pari-mutuel activi
ties at a racetrack. However, for
each track the daily attendance and
the volume of betting activity de
pend on such variable factors as
season, weather, day of the week,
the racing program, etc. If a track
has sufficient historical data avail
able (preferably at least three years
of information), an analysis can be
made to ascertain the relationship
between attendance and the vari
ables affecting it. Once a correla
tion is found, attendance can be
predicted with greater accuracy
and staff levels can be planned
more efficiently. The result should
be lower manpower costs and,
therefore, more profit for the track.
How many tracks analyze the
historical data they have at their
disposal? Probably very few, al
though modem data processing
equipment makes it comparatively
simple to carry out such an anal
ysis.
In addition to introducing sound
er staffing policies in the pari
mutuel department, greater oper

ating efficiency can sometimes be
achieved in the administrative
structure of the track itself. A care
ful review should be made of track
organization and the duties and
authority of administrative person
nel. It is often found that some du
ties are duplicated or even un
necessary. Even minor changes in
organization can result in work
being performed more rapidly by
fewer personnel.
The organizational structure of
the track is a key factor in its oper
ating efficiency. Just as important,
however, is the need for welltrained personnel. Racetrack per
sonnel normally learn about the
racing business on the job rather
than through a program of formal
instruction. This on-the-job train
ing should, however, be supple
mented in various ways. For ex
ample, documentation of the work
flow should be developed covering
input activities and forms, the
processing to be done, and the out
put generated.
Documentation of operations
enables the track to have some de

gree of independence from its em
ployees. If a key job is known to
only one person and its functions
are not documented, the track runs
the risk of downgrading its opera
tion should this individual be un
available to perform his duties.
Some tracks have established back
up procedures (particularly in the
pari-mutuel department) where
one person is capable of perform
ing the duties associated with two
or more positions. While this pro
cedure is acceptable, it should be
supplemented by proper documen
tation. Documentation not only
aids in employee training, but also
assists those who are standing in
for or replacing other employees.
This is particularly important when
staff turnover is high or when the
track is expanding its operations.
Marketing

No matter how efficient the dayto-day operations of a racetrack be
come, profits cannot be made un
less there are sufficient racing fans.
In other words, it is important to

Once a correlation between variables, such as the weather and track attendance,
has been established, attendance can be predicted more accurately and staff levels
can be planned more efficiently.
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. . . Probably very few, although modern data processing makes it very simple.

find some way of recapturing the
public’s flagging interest in racing.
In a Harris poll which surveyed
the trend in favorite sports over the
1965-1969 period, the results shown
below were obtained:

Football
Baseball
Basketball
Bowling
Auto Racing
Golf
Hockey
Other

1965

1967

1968

1969

25%
38
9

29%
39
10
5
1
5
3
8

32%
39
12
4
2
3
4
4

31%
28
12
8
7
6
4
4

7
1
4
2
14

Horse racing falls into the category labeled “Other,” which also
includes such sports as swimming,
polo, etc. This category has shown
a marked decrease in interest over
the five-year period covered.
With respect to horse racing, the
same individuals make up the ma
jority of the racing crowd each
year, and there has been a steady
decline in the number of racegoers
added annually. The result of in
creasing the number of racing days
has been merely to spread the same
fans more thinly.
How can racing be marketed to
the general public in order to re
gain popularity as a spectator
sport? Perhaps off-track betting,
new forms of multiple wagering,
and “charge account betting” may
provide some answers. In particu
lar, the advent of off-track betting
has made racing more accessible to
the public and could bring a re
surgence of interest in the sport.
In 1969, the Thoroughbred Rac
ing Association conducted a sur
vey on forms of multiple wagering
at member tracks. Of the 49 tracks
responding to the survey, 47 held
a daily double on the first two
races, and 32 tracks also had qui
nella and/or perfecta wagering.
While most tracks incurred addi
tional manpower and/or equip
ment costs to operate the multiple
wagering pools, they believed that
March-April, 1973

the additional cost of operating the
pools was more than offset by the
increase in handle.
The survey indicates that tracks
have found a positive public re
sponse to multiple wagers. It would
therefore seem likely that new
forms of multiple wagering will be
developed, including some with
huge payoffs for winning long-shot
combinations. The tracks will have
to prepare for increased betting ac
tivity and, perhaps, install special
equipment to handle the new bet
ting combinations.
In addition to the greater va
riety in kinds of betting, the racing
fan will also find it easier to place
his bets. Betting on credit is surely
not too far away. [New York’s OTB
instituted a telephone account sys
tem April 8, 1971, which enables a
client to bet against his positive bal
ance deposited with OTB.] Today
most forms of entertainment are
available to the public on a charge
account basis, whether it be through

credit cards or the special charge
accounts available at some night
clubs and restaurants. Why not
permit the racing fan the same
privilege by enabling him to credit
his bets to a special track charge
account? A charge account system
would probably increase daily han
dle, although, of course, it would
also introduce the need for a cus
tomer billing and an accounts re
ceivable system.
Conclusion

While the racetrack of the fu
ture will probably offer more ex
citement to the racing fan and pro
vide him with more betting oppor
tunities, profitability will still be
the first concern of racetrack man
agement. The successful racetrack
of the 1970s will have to use the
tools and techniques of modern
management to provide good en
tertainment for the fans and also
make profits for the track.

Racing has been declining in popularity since 1965.
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Voluntary social service organizations have been no
toriously lax in applying cost accounting techniques
to their activities. Now they find they’re being forced
to use them. Here’s one possible solution —

USERS: A COMPUTER PROGRAM FOR
VOLUNTARY SOCIAL AGENCIES
by Thomas L. Bransford
IBM Corporation

has never been
obstetrical ward half empty but
a strong point for voluntary
have no place to house geriatric
health and welfare organizations.patients. The agency would need
Nor, until recently, have they espe
an accurate picture of respective
cially felt the need for it. Their
costs in order to decide how to
primary focus has been on the qual
remedy the situation.
ity of their services and their prob
Another reason for increased in
lems in supplying them; measure
terest in costs is the increased in
ments of cost effectiveness just
volvement of government, at all
didn’t seem to apply.
levels, in funding. In addition to
During the past few years, how
giving more direct aid to agencies,
ever, this tradition has been increas
the Federal Government is looking
ingly called into question. Those
harder at the funding activities of
who support voluntary agencies are
private foundations. Foundations,
beginning to demand better control
in turn, ask agencies to account
over expenses. There is simply too
more fully for the use of funds
much to be done, and too few dol
awarded. This is also true of quasi
lars available to do it with. So fund
public funding organizations, such
ing agencies want to be able to
as United Way. Before committing
compare the effectiveness of an or
funds to a new program, these or
ganization with others in the same
ganizations want to know how the
field—or one program with others
money will be spent.
in the same organization.
The sources of funding for a sin
And they must do it in terms, not
gle program may vary. For in
of more “bang for a buck,” but in
stance, the state may pay the indi
terms of “more benefit for a buck”
rect costs of a program while
to the agency’s “clients”—the wel
United Way will pay only direct
fare term for the people aided. For
costs. Obviously the agency must
instance, with a declining birth
be able to furnish accurate cost ac
rate, a small hospital may find its
counting records for each of its

C
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programs. Before the Administra
tion cut back so sharply on its rev
enue-sharing proposals, many of
the smaller states and municipali
ties began serious investigation of
the costs of each agency program
to bulwark their own records, in
preparation for the national fund
sharing.
To respond to these demands,
voluntary agencies need a method
of accounting that satisfies the re
porting requirements of diverse
funding organizations, segregates
various costs by program, and pro
vides a data base that will simplify
writing proposals for funding new
programs.
This common social agency prob
lem was faced by Goodwill Indus
tries recently. Goodwill, which re
ceives a good deal of its income
from governmental reimbursement
programs, realized that strict cost
accounting techniques were neces
sary to justify continuing govern
ment support. Then, too, Goodwill
does a great deal of work for pri
vate industry; its clients do work
for printers, for example in collat
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ing, stuffing, and binding. Only cost
accounting techniques would allow
it to price its work fairly in or
der to recover the costs involved
in performing subcontract work.
Goodwill realized it needed cost
accounting techniques but it also
realized that it didn’t have trained
cost accountants at most of its in
stallations. The answer, it seemed,
was mechanization.
Goodwill received a grant from
the Department of Health, Educa
tion and Welfare to develop a cost
accounting system according to the
Standards of Accounting and Fi
nancial Reporting for Voluntary
Health and Welfare Organizations,
published by the National Health
Council and the National Social
Welfare Assembly.
After developing an accounting
manual, Goodwill and IBM worked
together to automate the system.
Now, from a single transaction
document prepared in the field,
Goodwill can pinpoint costs of each
of the programs it sponsors. Some
of these programs are self-support
ing; some represent out-of-pocket
costs. On some of the latter, cost
adjustments might have to be made.
Any agency depending heavily on
voluntary contributions must always
be prepared to adjust its programs
on a cost/benefit basis as the level
of contributions rises and falls. And
such adjustments can only be made
on the basis of good cost account
ing information.
The program worked out with
Goodwill, is written to run on IBM’s
System/3, a small computer flexible
enough and simple enough to be
operated by non-data processing
personnel. Dubbed the Uniform
Socio-Economic Reporting System
(USERS), it incorporates the ac
counting standards of the National
Health Council and the National
Social Welfare Assembly, and is
thus applicable to a wide range of
voluntary health and welfare organ
izations. USERS is written in System/3’s RPG II language, and pro
duces a general ledger, financial
statements (including breakdown
by program), accounts receivable,
accounts payable, and payroll.
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USERS comes on the health and
welfare scene at an appropriate
time. Most voluntary agencies—es
pecially the smaller ones—find cost
accounting time consuming and dif
ficult. The typical small agency is
established to meet an emergency
or to solve a specific, glaring prob
lem. Much of the work—maybe all
of it—is done by volunteers who
ask nothing for their time and do
not account for it. All the resources
of the agency typically are directed
toward “output.” Few funds are
available for office work or record
keeping.

Most agencies originally amateur

Budgeting, in the typical agency’s
early years, is a purely fiscal func
tion. About once a year, expenses
for heat, light, rent, and telephone
are added up and an estimate made
of increases for the next year. Ac
counting to the state as a nonprofit
incorporated agency requires only
a yearly financial statement. Appeals
for funds go out without a precise
knowledge of how the money will
be allocated. And there is never
enough money to do what needs to
be done.
As such an agency matures, pro
fessionals are called in to do the
day-to-day work. Volunteers are
used more to back up the staff,
serving mainly in a board or trustee
capacity. Businessmen are added
to the board. The agency may be
admitted to the United Way. The
professionals begin to write pro
posals to obtain government or
foundation funds. At such a time,
the need for cost accounting and
program budgeting starts to become
all too clear.
Yet even long-established agen
cies too often resist the need to
account for costs. The emphasis is
on the agency’s relationship to its
clients, and any drive for “effi
ciency” is considered likely to dam
age this relationship.
As a result, programs may con
sume precious funds long after
their effectiveness is past. On the
other hand, new programs filling
real needs may be starved for funds.

Without cost information by pro
gram, it is difficult to set priorities.
In the end, both the client and the
agency are the losers.
Programs equal cost centers

An agency program is the same
thing as a cost center in a profit
making business. If the program is
supported entirely by funding from
an organization like the United
Way and the group’s contribu
tions work out to $100,000 one year
and $80,000 the next, obviously
some programs are going to have
to be cut or abandoned. Which
ones? This is the sort of informa
tion that cost accounting can fur
nish, since it breaks down every
penny of the costs of each program.
The most expensive programs can
be curtailed or eliminated as in
come drops, or, if they are consid
ered essential, some slightly less
important program can be slashed
to compensate for the “deficit.”
In developing a system to meet
its need, Goodwill Industries found
it faced most of the problems other
agencies face—and then some. The
organization manufactures and dis
tributes products made by handi
capped persons. Its local facilities—
often many of them in a single
state —are autonomous. Much of its
rehabilitation work is done under
contract with state or local govern
ments, with the local Goodwill fa
cility reimbursed for each client.
Income is also derived from the
sale of products manufactured, sub
contract work, and contributed ma
terial that is reconditioned.
The amount a local Goodwill fa
cility charges for each of these pro
grams, under its contract with the

THOMAS L. BRANSFORD
is marketing program ad
ministrator for nonprofit
industries at IBM Corpo
ration, White Plains, N.Y.
Mr. Bransford has been
with the corporation since
1963, primarily in mar
keting to nonprofit agen
cies. He received his bac
calaureate from Dartmouth College. Mr. Brans
ford served four years in the United States
Marines and was discharged as a first lieu
tenant.
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Cash disbursements journal is completed manually at local agency.

state, depends on the costs at that
particular facility. These costs must
be clearly presented to the state
agency involved; hence, the need
for careful cost accounting.
Another problem Goodwill faces
is that each state operates accord
ing to its own accounting system—
and wants reports submitted in ac
cordance with that system. The
Federal Government and private
funding sources have still other re
porting requirements. The result is
that any accounting system that
Goodwill draws up must be flexible
enough to meet a variety of condi
tions. Yet the national organization
wants each facility to conform to
certain accounting standards.
According to Charles W. Bender,
director of finance and management
information at Goodwill’s national
headquarters, the USERS programs
are meeting the twin objectives of
flexibility and standardization. Flex
ibility—because they do not inter
fere with the autonomous nature
of individual agency operations;
standardization—because the output
prepared from the raw reports sent
in by each agency conforms to the
40

functional accounting standards set
nationally.
The national organization, head
quartered in Bethesda, Md., pro
vides accounting services for a great
many of the local Goodwill facili
ties. Despite the time lags involved
in dealing through the mails, Good
wills as far away as Honolulu and
Phoenix, Ariz., are finding that the
reports they get through USERS
are more complete, more usable,
and more timely than those they
could produce themselves.
Advantages of the system

USERS provides an accounting
system that will produce public re
porting statements based on stand
ard fund accounting principles. It
produces all necessary journals and
ledgers to keep the executive board
of a voluntary agency informed of
its financial position; and a revenue
and expense report showing the ex
cess or deficit in each budget cate
gory. It produces a balance sheet
showing the amounts in each re
stricted or unrestricted fund. And
it gives a summary of all financial

activities of the agency for each
accounting period.
Functional accounts place each
source of revenue and each cost in
their precise niche in the organiza
tion. For instance, there might be
advertising revenue, some for the
magazine published by the agency,
some in connection with a program
for a particular event. Under the
USERS system, advertising would
not simply be listed as a source of
income. Advertising for the maga
zine would be allocated to the mag
azine account; advertising in con
nection with the program to the
program account.
USERS keeps all payroll records
for salaried, hourly, incentive, piece
work, or commission types of pay
(the last three types useful in shel
tered workshop programs)—on a
weekly, bi-weekly, semi-monthly, or
monthly basis. The program main
tains a payroll register, tax register,
deduction register, check register,
and writes checks and stubs. It also
produces tax forms 941 and accum
ulates the annual W-2 data.
One of the system’s most useful
features automatically distributes
Management Adviser
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REVENUE AND EXPENSE STATEMENT - UNDISTRIBUTED

PAGE

15

ORGANIZATION

ACTUAL

828
836
842
850
871

•MONTHLY-----BUDGET

VARIANCE

-----YEAR
ACTUAL

TO
DATEBUDGET

VARIANCE

ADVERTISING
AUTO ALLOWANCE
FOOD COSTS
SUBSCRIPTIONS
OTHER DUES
COST CENTER TOTAL
FUNCTION TOTAL

.00
14.55
4.00
. 00
25.00
516.19
516.19

16.33
25.00
.00
2.50
.00
618.48
618.48

16.33
10.45
( 4.00)
2.50
(25.00)
102.29
102.29

.00
28.05
4.00
.00
25.00
1,353.82
1,353.82

48. 99
75. 00
. 00
7. 50
. 00
1,855.44
1,855.44

48.99
46.95
(4.00)
7.50
(25.00)
501.62
501.62

INDUS. OPER. MGT.
702 DIS SUPER/SKILL
720 NDIS EXECUT IVE
750 ACCDNT. LIFE INS.
751 MFD. & HOSP. PLAN
750 F.I.C.A. PAYMENTS
787 OFFICE SUPPLIES
788 PRNT & DUP MATL
800 TELEPHONE
805 POSTAGE, PARCL.
836 AUTO ALLOWANCE
542 FOOD COSTS
COST CENTER TOTAL
FUNCTION TOTAL

233.20
833.32
. 00
4.85
55.47
38. 78
.00
75.00
10.00
9.00
.00
1 ,259.62
1,259.62

466.66
R95.83
3.00
4.58
58.33
16.33
.00
58.33
2.50
16.33
4.16
1,526.05
1,526.05

233.46
62.51
3.00
.27)
2.86
(22.45)
.00
(16.67)
( 7.50)
7.33
4.16
266.43
266.43

1,166.00
2,499.97
.00
24.25
190.67
50.98
16.85
201.43
30.00
43.20
3.50
4,226.85
4,226.85

1,399.98
2,687.49
9.00
13. 74
174.99
48.99
.00
174.99
7.50
48.99
12.48
4,578.15
4,578.15

233.98
187.52
9.00
( 10.51)
( 15.68)
(1.99)
( 16.85)
(26.44)
(22.50)
5. 79
8.98
351.30
351.30

605 000 PERSONNEL
720 NDIS EXECUTIVE
723 NDIS ADMIN/CLFRK
751 MED. £ HOSP. PLAN
760 F. I.C.A. PAYMENTS
787 OFFICE SUPPLIES
755 PRNT & DUP MATL
ROD TELEPHONE
828 ADVERTISING
COST CENTER TOTAL
FUNCTION TOTAL

400.00
. 00
2.43
20. 80
9.60
.00
. 00
. 00
432.83
432.83

430.66
208.33
4.58
33.33
2. 10
R.33
.00
2. 10
689.43
689.43

30.66
208.33
2.15
12.53
(7.50)
8.33
.00
2.10
256.60
256.60

1,200.00
.00
9.70
62.40
9.60
149.65
35.00
40.72
1,507.07
1,507.07

1,291.98
624.99
13.74
99.99
6. 30
24. 99
.00
6. 30
2,068.29
2,068.29

91.98
624.99
4.04
37.59
(3.30)
(124.66)
(35.00)
(34.42)
561.22
561.22

606 ODD REHABILITATION
720 NDIS EXECUTIVE
723 NDIS ADMIN/CLERK
750 ACCDNT. LIFE INS.
751 MED. £ HOSP. PLAN
760 F.I.C.A. PAYMENTS
780 PURCHASE OF SUPPL.
784 REC. & CRAFT SUPL.
785 FOOD & BEVERAGES
787 OFFICE SUPPLIES
788 PRNT & DUP MATL
800 TELEPHONE
805 POSTAGE, PARCL.

400.00
.00
. 00
2.42
20. 80
.00
.00
. 00
. 00
.00
75.00
20.00

430.66
208.33
1.00
4.58
33.33
2. 10
6.25
4.16
41.66
8.33
66.66
3.16

30.66
208.33
1.00
2.16
12.53
2. 10
6.25
4. 16
41.66
8.33
(8.34)
( 16.84)

1,200.00
.00
.00
4.85
80.98
3.90
.00
.00
18.85
16.00
300.00
51.00

1,291.98
624.99
3. 00
13. 74
99. 99
6.30
18. 75
12.48
124.98
24.99
199.98
9.48

91.98
624.99
3.00
8.89
19.01
2.40
18.75
12.48
106.13
8.99
(100.02)
(41.52)

604 000

DATE OF RUN 05/18/

REVENUE AND EXPENSE STATEMENT - UNDISTRIBUTED

PAGE

16

ORGANIZATION

MARCH

XPENSE*****
E

ACTUAL

■MONTHLY-----BUDGET

VARIANCE

-----YEAR
ACTUAL

TO
DATEBUDGET

VARIANCE

misc. Occup. cost
LOCAL BUS FARES
AUTO ALLOWANCE
MEETING SUPPLIES
FOOD COSTS
HOUSING COSTS
REGISTRATION FEES
SUBSCRIPTIONS
OTHER DUES
COST CENTER TOTAL
FUNCTION TOTAL

12.88
282.30
58.59
.00
27.67
.00
10.00
.00
.00
909.66
909.66

.00
250.00
33.33
8.33
16.33
4.16
3.15
8.33
33.33
1,167.18
1,167.18

(12.88)
( 32.30)
(25.26)
8.33
( 11.34)
4.16
((6.85)
8.33
33.33
257.52
257.52

.00
1,398.90
133.92
.00
58.08
.00
10.00
.00
.00
3,276.48
3,276.48

.00
750.00
99.99
24.99
48.99
12.48
9.45
24.99
99.99
3,501.54
3,501.54

.00
(648.90)
(33.93)
24.99
(9.09)
12.48
.55)
24.99
99.99
225.06
225.06

608 000 BOARD OF DIRECTORS
780 PURCHASE OF SUPPL.
819 MISC. OCCUP. COST
841 MEETING SUPPLIES
842 FOOD COSTS
844 TRANSPORT. FARES
845 HOUSING COSTS
COST CENTER TOTAL
FUNCTION TOTAL

. 00
9.81
.00
29.75
.00
.00
39.56
39. 56

1.00
.00
1.00
12.50
12.50
6.25
33.25
33.25

1.00
(9.81)
1.00
(17.25)
12.50
6.25
(6.31)
(6.31)

.00
9.81
.00
50.40
.00
.00
60.21
60.21

3.00
.00
3. 00
37. 50
37.50
18.75
99. 75
99.75

3.00
(9.81)
3.00
(12.90)
37.50
18.75
39.54
39.54

615 000 HOUSING & OCCUP.
704 DIS MAINT/DOMESTIC
750 ACCDNT. LIFE INS.
751 MED. & HOSP. PLAN
760 F.I.C.A. PAYMENTS
762 WORKM. COMP. INS.
776 BANK SRB BUR. FEES
780 PURCHASE OF SUPPL.
786 HOUSEKEEPING SUPL.
789 MAINTENACE SUPL.
800 TELEPHONE
808 FREIGHT - IN & OUT
811 GEN. INS. PREM.
812 INTEREST EXPENSE
813 ELECTRIC
814 HEAT
815 WATER & SEWER
816 CONTRACT SERVICES
817 REPAIR MATERIALS
819 MISC. OCCUP. COST
821 LICENSES £ PERMITS
825 PRINTING
850 SUBSCRIPTIONS
865 WAGE SUPPLEMENTS
COST CENTER TOTAL
FUNCTION TOTAL

1,057.41
7.51
9.87
49.51
100. 00
29. 32
.00
. 00
.00
61.79
.00
227.44
310.57
372.46
733.92
147.66
116.00
213.94
29.06
.00
8.75
23.40
.00
3,498.61
3,498.61

916.66
.85
18.33
47.66
183.33
.85
12.50
24.75
12.50
16.66
2.33
266.66
333.33
333.33
500.00
83.33
100.00
83.33
41.66
12.50
8.33
.00
.00
2,998.89
2,998.89

(140.75)
(6.66)
8.46
(1.85)
83.33
(28.47)
12.50
24.75
12.50
(45.13)
2.33
39.22
22.76
(39.13)
(233.92)
(64.33)
(16.00)
(130.61)
12.60
12.50
.42 )
(23.40)
.00
(499.72)
(499.72)

2,758.26
15.02
29.44
140.55
300.00
75.25
2.40
.00
.00
61.79
.00
682.32
935.07
991.34
2,764.58
367.45
347.29
1,399.66
79.06
.00
27.50
23.40
159.06
11,159.44
11, 159.44

2,749.98
2.55
54.99
142.98
549.99
2.55
37. 50
74.25
37. 50
49.98
6.99
799.98
999.99
999.99
1,500.00
249. 99
300.00
249.99
124.98
37. 50
24. 99
. 00
. 00
8,996.67
8,996.67

(8.28)
(12.47)

819
830
836
841
84?
845
847
850
871

25.55

2.43
249.99
(72.70)
35.10
74.25
37.50
(11.81)
6.99
117.66
64.92
8.65
(1,264.58)
(117.46)
(47.29)
(1,149.67)
45.92
37.50
(2.51)
(23.40)
(159.06)
(2,162.77)
(2,162.77)

Revenue and expense statement is compiled at Bethesda from agency information.
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Time-consuming clerical
activities, such as summariz

ing each journal, posting to

the general ledger, and
running a trial balance, have
been eliminated. Normal
financial statements are

automatically provided
without additional effort.
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payroll transactions into the general
ledger system, breaking down gross
pay dollars by functional activity
and charging the proper amounts
of payroll expense to each program.
These payroll costs can be distrib
uted according to a percentage de
rived by having each professional
staff member estimate the time he
spends on each program. The as
signed percentage can be changed
as often as necessary to reflect
changes in assignments.
In this way each program auto
matically receives its proper alloca
tion of costs for personnel services.
Program budgeting for future time
periods becomes a matter of check
ing the accuracy of the formula.
Proposal writing is also greatly sim
plified, because personnel service
costs, always an important factor
in proposal writing, can be esti
mated quite accurately on the basis
of past experience.
Hidden costs exposed

When costs are thus automatically
distributed by program, it becomes
easier to uncover hidden costs, to
compare the cost-effectiveness of
one program against another, to set
priorities among programs, and to
calculate unit costs.
USERS selects accounts receiv
able transactions from items en
tered into the general ledger; pro
duces statements of account and
invoices for services rendered; and,
at the end of each accounting pe
riod, provides a listing of all ac
counts receivable transactions as
well as an aged trial balance. In
the case of Goodwill, for example,
accounts receivable might be pay
ments due from a printing com
pany for stuffing and binding work
done by Goodwill clients, or from
the state for vocational rehabilita
tion work performed.
USERS also selects accounts pay
able entries from the general ledger,
lists on command all outstanding
payables by due date, posts dis
counts taken, and writes checks. Ac
counts payable for a welfare organ
ization might be money owed to a
printer for preparing promotional
material.

In addition to providing state
ments for public reporting, the sys
tem produces all statements, re
ports, and documents reflecting
financial position to aid the execu
tive and his governing board in
operating the organization and in
setting fees, if fees are appropriate.
USERS has been designed to sim
plify accounting procedures. All
information to the system is entered
on one basic form, with slight modi
fications for sales and revenue, cash
receipts, vouchers, cash disburse
ments, and general journal transac
tions. This form requires no infor
mation other than that which would
be needed for any accounting sys
tem.
By minimizing the number of
manually maintained source records
and many intermediate documents,
the system does away with much
repetitive transcribing of handwrit
ten information. Instead, data is
captured close to the source and
converted into machine-readable
form for processing by the system.
Time-consuming clerical activi
ties, such as summarizing each jour
nal, posting to the general ledger,
and running a trial balance, have
been eliminated. Normal financial
statements are automatically pro
vided without additional effort.
USERS does not require the ex
pertise of specialized data process
ing personnel. With proper orienta
tion, any reasonably competent
bookkeeper can operate System/3
and the USERS program. Agencies
that do not have a trained account
ant on staff might need an outside
accounting consultant to assist with
difficult or unusual transactions.
Cost effectiveness improved

In addition to the actual dollar
savings in clerical time achieved by
centralizing and mechanizing most
accounting functions, Goodwill In
dustries now benefits—as any other
health or welfare agency could—by
having a true cost picture for each
of its several programs. Thus the
cost-effectiveness of each program
is improved without endangering
the quality of service the agency
can offer its clients.
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Ecology, businesses social responsibilities stressed
as opportunity for consultants at second Conference
of Management Consultants held in New York in late
January —

A NEW FRONTIER FOR CONSULTANTS?
by Louise H. Dratler
Associate Editor

At one time "efficiency expert”
was a synonym for “manage
ment consultant,” but that time is
past. Efficiency may still be one of
the goals of industry, but society’s
needs are forcing businessmen to
shift their priorities and, conse
quently, to change the demands
they put on their consultants. These
changing demands were the sub
ject of the second annual North
American Conference of Manage
ment Consultants, held January 23,
1973, in New York.
About 275 consulting profession
als attended the meeting, which is
a drop from last year’s attendance
of 350 despite the fact that the spon
soring organizations have gained
in membership. The meeting was
sponsored by: the Association of
Consulting Management Engineers,
Inc.; the Association of Manage
March-April, 1973

ment Consultants; the Canadian As
sociation of Management Consul
tants; the Institute of Management
Consultants, Inc.; the Institute of
Management Consultants of On
tario; the Institute of Management
Consultants of Quebec; the New
England Society of Management
Consultants; and the Society of Pro
fessional Management Consultants.
The speakers stressed that there
is a new consciousness in business,
with a stronger realization of cor
porate responsibility to foster so
cial and environmental well-being
within the nation. We have heard
this message before from the more
idealistic in the business commu
nity, but at this meeting it seemed
that finally the pragmatic are join
ing the chorus.
They say that businesses have
used the more traditional services

of management consultants, and, if
any more money is to be paid out
for consulting, it is going to be to
the firms that offer social science
and ecology along with their old
bag of tricks.
George N. Currie, president of
the Canadian consulting firm of
Urwick, Currie & Partners, Ltd.,
explained to the meeting, “In the
1950s through the 1960s the role of
the general management consultant
attracted a great deal of attention.
This was largely as a result of major
organization assignments for very
large companies and government.
Frequently the client companies
were multinational corporations
and the resulting reorganizations
attracted wide publicity. As in the
field of consulting in specialized
functions, we probably will con
tinue to undertake these traditional
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If more money is to be paid to consultants, it will be to the firms
that offer social science and ecology with their old bag of tricks.

generalized management consulting
assignments, such as organization
planning, management audits, mer
ger and acquisition studies, and
so on. But I believe the requirement
for these services has already
peaked and we can expect a level
ing off of market demand, possibly
a decline.”
He outlined three reasons why
these traditional assignments will
diminish. First, Mr. Currie noted
that most large companies have al
ready undergone major organiza
tion assignments at least once and
they will be reluctant to lay out
money for the same service a second
time around, however much it may
be needed. Secondly, clients have
developed greater in-house skills.
General management principles are
pretty commonly understood and
their results, the consultant admit
ted, have not been “altogether suc
cessful.”
But the most important reason
for the decline in the growth of
general management consulting as
signments, Mr. Currie believes, is
these services “no longer satisfy the
client’s perception of his major
44

needs. These services have been
based on a limited understanding
of the demands of society which,
although they may have represented
the central problems of the past,
no longer do.”
Economic growth not permanent

One of the shifts in society’s val
ues that he mentioned was its de
creased concern with economic
growth. He explained that during
the 50s and part of the 60s the
management consultant’s goal and
the goal of society were one; both
were striving for economic growth.
However, “economic growth is to
day seen as a latent evil or at least
a mixed blessing,” because of what
it has done to the environment. The
free market economy has failed to
come up with an appropriate dis
tribution of costs and revenues that
will handle this problem, the con
sultant observed.
“A major social crisis of the fu
ture will be to decide who will
pay these costs associated with ex
ternal factors and how they will
be assessed. Which will be borne

by the parties directly causing the
problem? Which are properly
charged on society as a whole?”
Mr. Currie stated.
The consultant’s role is to help
public and private institutions adapt
to the changing goals of society,
he explained. Some consulting firms
have taken what he called a “timid
step in this direction” by introduc
ing a service known as the “social
audit.” Mr. Currie said to his knowl
edge this service “has not received
significant commercial success,” but
he thinks that this might be because
it has not been properly integrated
with more traditional services.
Consulting firms will be directly
affected by society’s new priorities
in two ways, he said. “We are going
to have to staff our firms with dif
ferent kinds of men—younger men
in touch with the youth culture and
sensitive to the demands of society,
trained in sociology, psychology, or
economics, with experience in gov
ernment or public institutions.” Sec
ondly, “It is inevitable that govern
ment is going to play a stronger
role in areas hitherto considered
private.”
“Environmental protection is now
a business reality, and environmen
tal decisions have become economic
ones as well,” said David B. Hertz,
a partner in McKinsey & Company,
Inc. To back up this statement he
cited some recent legislation.
Mr. Hertz reminded the audience
that on February 16, 1972, the Se
curities and Exchange Commission
notified corporations and other in
terested parties that corporations
are required to disclose:
1—“The material effect that com
pliance with environmental laws
and with regulations may have on
capital expenditures, earnings, and
competitive position of the com
pany and its subsidiaries.
2—“Information about pending
government or private or adminis
trative enforcement procedures aris
ing under environmental laws or
regulations and any such proceed
ings known to be contemplated by
governmental authorities.”
He pointed out that the SEC said
that these disclosures pertain “to
the business done and intended to
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be done and to the development of
the business during the past five
years.” Mr. Hertz observed, “In
other words, the corporation is be
ing asked to make projections into
the indefinite future about its rela
tionship to the environment and
the cost thereof.”
Another point in the ruling that
he underscored was, “The disclosure
about enforcement proceedings ap
plies only to claims for damages if
they exceed 10 per cent of the
current assets on a consolidated
basis. However, previously a com
pany under SEC rules did not have
to reveal legal action unless the an
ticipated claims exceeded 15 per
cent of current assets on a con
solidated basis. This later change
... is bound to have a greater im
pact on smaller than larger com
panies. The companies with the
least amount of resources will be
affected the most.”
Response to NEPA

Mr. Hertz said the SEC’s action
was in response to the National
Environmental Policy Act (NEPA)
of 1969 and to the proddings of
environmental pressure groups. In
particular, he cited Section 103 of
the NEPA as being responsible
for the SEC’s consequent action.
He explained that in Section 103,
“Congress authorizes all agencies of
the Federal Government to alter
their statutory authority and admin
istrative regulations to help bring
about the objectives of that act”
(i.e., “to create and maintain con
ditions under which man and na
ture can exist in productive har
mony”). With this act, Congress
has given Governmental agencies
broad powers to “transform them
selves into quasi-environmental pro
tection agencies, if they are so
inclined,” Mr. Hertz observed.
“As we grasp the meaning of
ecological balance it is apparent
that few if any products and many
processes can claim immunity from
challenge,” the consultant said. He
therefore recommends that as a
first step companies formalize a
functional activity to deal with
ecological questions. The environ
March-April, 1973

mental impact of every present and
planned-for product should be
weighed.
An environmental impact check
list should be drawn up to cover
all phases of a product’s life. Mr.
Hertz mentioned 13 areas to be
included. During the production
stage: 1—scarce or vital resources
consumed; 2—energy required per
man-hour or per unit of production;
3—energy required per unit weight;
4—recoverable waste produced; 5—
nonrecoverable waste produced.
During the time when the product
is in use: 6—annual energy con
sumption; 7—lifetime energy con
sumption; 8—efficiency in the use of
other resources; 9 — recoverable
waste produced; 10 — nonrecover
able waste produced. During the
disposal of the product: 11—recyc
lability; 12—energy cost of recyc
ling; 13—nonrecoverable waste pro
duction. Once the product’s weak
nesses are identified a timetable for
correcting them can be developed.
“Beyond this, management can
begin to shape its strategy to take
advantage of the changes in envi
ronmental value systems and forces,
and develop a new design or for
mulation to replace competitive
products,” Mr. Hertz said. “The
same management that does the
best job in generating profits will
probably do the best job of coping
with pollution once they have
clearly understood the forces at
work. The question, in my opinion,
is ultimately one of general man
agement competence.”
Many of the speakers mentioned
that society’s changing values will
create new roles for Government
and its advisers. The consultant’s
future role in Government was dis
cussed by William D. Carey, vice
president and director, Public Af
fairs Center, Arthur D. Little, Inc.,
and formerly assistant director of the
Bureau of the Budget, Executive
Office of the President, 1966-69.
“In abstract terms the Govern
ment market for consulting looks
great,” Mr. Carey said. But he
added, “In the eyes of many of the
people who are in charge in Wash
ington, consultants are not that cer
tain a solution. In some quarters

“In other words, the

corporation is being asked to

make projections into the
indefinite future about its

relationship to the environ

ment and the cost thereof."
—David B. Hertz

45

“While the conservative

approach to the business of
Government sounds simple,
a no-hands thing, in reality it
is a very, very hard thing to

bring off. Conservatism is

twice as tough conceptually
and operationally to deliver

as the ‘Great Society’s'

proliferation of nostrums
was,"

—William D. Carey
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consultants are viewed as part of
the problem.” Millions of dollars
have been spent by the Government
for the services of consultants and
the Government has still ended up
with “egg on its face.”
Mr. Carey said that he believes
the funding sources for consulting
services are going to be limited.
“If I sound bleak, I think I have to.
Governments reach out for consul
tants to help them when programs
are expanding or when they are
coming thick and fast, but they tend
to economize on discretionary con
tracting before they will lay a hand
on payrolls.”
In light of President Nixon’s
economic policies, Mr. Carey said,
“While the conservative approach
to the business of Government
sounds simple, a no-hands thing,
in reality it is a very, very hard
thing to bring off. Conservatism is
twice as tough conceptually and
operationally to deliver as the
‘Great Society’s’ proliferation of
nostrums was.”
This move toward conservatism
opens a “Pandora’s Box of prob
lems,” including: “How do you
create the right combinations of
incentive and stimuli that will stim
ulate private institutions to take
risks with a minimum amount of
Government handholding? How do
you balance the hands-off policy
of Federal roles with inducement
to state and local governments to
shape up? How do you structure
assessment, forms of accountability,
and performance criteria? ... We
ought to see a very tough set of
managerial headaches are being
hatched and the Government today
doesn’t have the answers. It is hard
to go from a system of concentrated
decision points to a disaggregated
open-ended marketplace having an
infinite and unconnected structure
of decision points.”
Mr. Carey said that he does be
lieve that a broad-based consulting
firm can contribute to the solution
of these problems, and one-third of
his own firm’s business is, in fact,
with the Government. But he main
tains that this work offers low prof

itability compared with commercial
work. “When 50 or 60 consulting
firms bid competitively on the same
job, there are going to be 49 or 59
also-rans,” he observed.
“It would not surprise me at all
to see the Federal Government cut
out open-ended competitive solici
tation and turn instead to pre
qualification of consulting firms as
a way of rationalizing the bidding
relationship,” he predicted. While
a good deal could be said for this,
problems would arise.

Ingredients of prequalification

“Prequalification carries with it
some attempt at performance evalu
ation, scorekeeping, rating of the
selected consulting firms, and the
question is—who is the best judge
of performance? How much dis
closure can we expect or be happy
with regarding the Government’s
reasons as to performance? What
barriers would face the small firms
in consulting — and especially the
minority group firms—to break into
the big leagues? So reform can be
a can of worms too,” Mr. Carey
cautioned.
In order to work with the Gov
ernment sector there are a number
of things Arthur D. Little has found
necessary, and Mr. Carey outlined
six of these points. 1—“Keep a con
tinuous and close watch on changes
in Government policies, problems,
and budget trends, otherwise you
are going to miscalculate and get
hurt.” 2—“Random marketing and
selling is a very unproductive and
costly approach. You’d better have
a selective marketing program with
some targets that you are going to
shoot at. Know your strengths and
try to exploit them.” 3—“You also
need to have professionals in your
organization who know the Govern
ment systems because they’ve been
there. It’s different on the inside
from what it seems to be on the
outside.” 4—“You’d better practice
the art of self-defense if you want
to hold down prospect charges.”
5—“And resist the surface allure of
contracts that you shouldn’t touch
Management Adviser

with a ten-foot pole.” 6—“And,
lastly, you’d better have a firstrate contracting officer who is ex
pert at the ins and outs of Govern
ment procurement practices as they
stand today. . . . With all this, you’re
still living in a pretty chancy
world.”
Local, state, and Federal gov
ernment spending accounts for 35
per cent of the Gross National Prod
uct, Mr. Carey said. He predicted
that in seven years it will be up to
40 per cent and ten years later up
to 50 per cent. “To expect that gov
ernments will manage it all well
would be to ignore all that we know
about government ... I am con
fident there will be a market for
consultants in government.”
A member of the audience asked
Mr. Carey how important person
alities are in the Government’s se
lection of consultants. “Very,” was
his answer. He said that he has
come to believe that one of the
truly honest men in the contract
environment is the Government offi
cial who tells a consultant not to
waste his time preparing a bid on
a contract because it is going to
be given to a local firm.
Personnel problems discussed

Several of the speeches delivered
during the consultants’ conference
touched on different aspects of per
sonnel: the psychological impact of
personnel policies, the management
training theories of a large corpor
ation, and how to develop consult
ing management within a firm.
“I’m promoting human assets ac
counting. Investments in people pay

off,” said Dr. Ralph G. Hirschowitz,
M.D., Levinson Institute. He direc
ted his comments to what change
means to employees. When there
is a major corporate change, a major
reorganization, productivity goes
down for four to six months, his
research firm has found. For some
people it can take as long as two
years to return to their former level
of productivity, and accordingly
institutions planning for major
changes should also budget for a
lag time, Dr. Hirschowitz advised.
He gave an example of a large
paternalistic organization that sud
denly discovers competition is en
croaching upon its market and it
needs to be more responsive to con
sumers. The organization decides
to quickly decentralize, regionalize,
and then it discovers it is over
whelming its employees. It has
failed to develop people for these
new responsibilities and it has not
allowed a sufficient lag time. The
result is firings and early retire
ments.
Dr. Hirschowitz believes that not
enough attention is paid to the emo
tional needs of people and suggests
that steps to ease transitions be
taken. Some possible measures he
proposed were:
— Involve people before a change
is made, in the design stage if pos
sible.
— Provide aids for people to form
new attachments. They have left
the old attachments of people,
places, and things and until they
form new ones they will go through
a period of mourning.
— Arrange for people to get to
gether and talk about their shared

tasks, emotions, and experiences
before, during, and after a change.
Richard W. Kimball, manager,
management services department,
ESSO International Company, ex
plained how his company prepares
its executives for growing respon
sibilities.

One company used to employ "the
little red truck" system for executive
development; it determined which
people would move up if the incum
bent were hit by a truck.
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Touche Ross has a plan for its management consultants that makes the
organization fit the talent available. Everyone must move upward.

ESSO International used to em
ploy what Mr. Kimball termed “the
little red truck” system, i.e., it de
termined which people would move
up if the incumbent holder of a
management post were hit by a
truck. This replacement plan prob
ably overstated the supply of man
agement talent, Mr. Kimball said,
and very often vacated posts did
not go to the successor forecast.
The company now uses “oppor
tunity planning.” Each manager
evaluates his executive level people
once a year and suggests what as
signments he thinks each individual
should have over the next four to
five years to propel him toward his
ultimate potential. Development
plans are worked out for the execu
tives and then the department
heads try to mesh their executive
needs with the available executives’
development plans.
Mr. Kimball said that people
don’t always fit the available jobs
and there are jobs without incum
bents, but he believes opportunity
planning with its problems is better
than the little red truck approach.
Touche Ross & Co. has come
up with a plan for its manage
ment consultants that makes the
organization fit the talent available.
Donald J. Jennings, CPA, said, “To
produce senior consultants is diffi
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cult, and to produce consulting
management is even more difficult.”
He told the consultants, “The key
to our business is continued pro
fessional growth at all ages. If each
member of your staff has not
moved up in ability and responsi
bility each year, and if you cannot
increase the billing rates and the
compensation of each member of
your staff each year, then you are
starting to die. Everyone must move
forward.”
Although Mr. Jennings admitted
that some of his recommendations
sounded as controversial as apple
pie and motherhood (i.e., “run a
profitable business”) he did sug
gest some personnel policies a con
sulting firm or, as in his own case,
a management advisory services
division of a CPA firm should
adopt.
—“Pay your staff well and always
relate it to experience.” He en
dorsed year-end bonuses.
—“Promote your staff whenever
they are ready, without regard to
time or numbers.”
—“Promote a person after he has
demonstrated he can carry the job.
Further than that, after he has con
vinced himself that he can do it.
There is no reason for the Peter
Principle [In a hierarchy every em
ployee tends to rise to his level of

incompetence.] to operate in our
business.”
—“Restructure your organization
whenever you have people who
need more elbow room in order to
continue growing.” Restructuring
could mean launching a new prod
uct line, opening a new office, form
ing a new operating committee, or
enlarging the board, he explained.
—“Evaluate on a continuous basis.
This is a follow-me business . . .
senior and junior people on the
firing line together.” Although Mr.
Jennings says he does not believe
in counseling sessions, he does be
lieve that wherever a senior person
goes he should take a junior with
him.
—“Spend money for personal de
velopment.”
—“Provide proper facilities so
that personal and family growth
keep pace with professional growth.”
The firm should have firm clients,
not personal consultants’ clients.
“Lone Ranger consultants do not
grow. They get old and become
obsolete,” he said.
Ideally there should be a fiveyear spread between levels of lead
ership, Mr. Jennings said. There is
a son of X, grandson of X, and
great-grandson of X relationship set
up, with each generation “a little
better and smarter.”
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Capital budgeting decisions basically involve figuring
the odds on future returns against present expendi
tures. That being so, this author suggests use of —

THE GAMBLER’S RUIN MODEL AS AN AID

IN CAPITAL BUDGETING DECISIONS
by James A. Knoblett
University of Kentucky

for making cap
flows and present value models.
ital budgeting decisions have
While some models incorporate
been proposed during recent years.probabilistic distributions of re
The most widely discussed has
turns and derive an expected re
probably been some form of either
turn for each of the n return peri
discounted cash flow or present
ods, none evaluate the eventual
value, although the form most
success or failure of the project in
widely practiced has probably
terms of specified risks.2
been some variant of the payback
Thus, many critical questions are
method. These models have im
unanswered such as: (1) “What is
plicit advantages and disadvan
the risk of losing all of the capital
tages which have often been set
invested for a given probability of
forth explicitly, therefore these will
success of the venture?” (2) “For
not be repeated here.1
a given risk of ruin and a specified
The great popularity of the pay
number
of budget periods, what
back method may be explained by
should
be
the minimum probability
a principal concern of manage
of
success?
” (3) “For a given prob
ment—the preservation of capital.
ability of success and risk level,
However, the payback method does
how many budget periods are in
not incorporate any means of deter
volved?” These unanswered ques
mining the probability of success
for a given degree of risk that a
tions explain in part the rather dis
project should have before it is
appointing acceptance of discounted
undertaken. This same criticism can
cash flow and present value tech
be made of most discounted cash
niques in practice.3
arious models

V
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Very little attention has been
given to capital budgeting deci
sions in which the amount of in
vestment is uncertain. Uncertainty
can be due to two parameters: (1)
the amount to be spent in each in
vestment period, and (2) the num
ber of investment periods involved
before success is achieved. This
article will deal primarily with the
second of these problems.
A distinction between invest
ment and operating expenditures
should be made at this juncture.
Investment capital is the outlay
required to get a venture operable
and profitable, such as basic re
search, operations research, and
systems analysis. Most capital bud
geting problems discussed are re
lated to dollars invested in tangible
assets. Although the cost of tangi
ble assets may well be involved,
the term “investment capital,” as
used here, is much broader and
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remain constant throughout the
game. Also assume the game is de
fined in such a manner that there
is a 50 per cent chance of winning
and a 50 per cent chance of losing.
(Heads you win, tails you lose.)
The player is to wager $1 for each
trial and will terminate the game
when he either wins $4 or loses $2.
The player would like to know the
probability of losing his $2 before
he wins $4. In this case the for
mula is:5
I
P(R) = 1 -

where:
P( R) = the probability of ruin
I = number of units to be
wagered
D = desired number of
units to be won.
By substituting in the values pre
viously defined, we have
2
P(R) = 1- 2+4
The Gambler's Ruin concept, of course,
evolved from games of chance.

would include all of the identifiable
future dollars expended to obtain
a solution to a problem.
An additional assumption is made
in this article and that is that all
future returns have been estimated
and discounted back to the present,
using whatever the firm desires as
the discount rate. The term “re
turn,” as used below, refers to profit
from the venture, generated by
either dollars saved through more
efficient techniques, or the excess
of future revenues over associated
costs, or some combination.
In attempting to cut through the
shroud of uncertainty, accountants
and other suppliers of information
have developed, proposed, and used
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models which they hoped would
yield ergodic4 properties. None of
the models developed to date ex
hibit ergodic tendencies; neither
does the often-publicized but littleused concept of “Gambler’s Ruin.”
The Gambler’s Ruin model does,
however, after the specification of
certain parameters, yield an unique
and understandable benchmark of
value by which courses of action
can be evaluated in terms of the
questions previously stated.
Assumptions of the model

As the name implies, the con
cept of Gambler’s Ruin evolved
from games of chance. basically,
the concept enables a player a pri
ori to determine probabilistically
his chance of survival using a fixed
wager from a given capital base—a
situation closely analogous to that
of many businessmen.
To illustrate how the model
might be used by a gambler, as
sume that he wagers one unit at a
time. The unit can be defined as
$1, $10, or $100,000 with the mag
nitude being determined by the
player. The only constraint is that
the magnitude of the unit must

= 1 — ⅓ = ⅔

The payoff to the player can be
found by determining the expected
value of the game. An expected
value is a weighted average of all
the possible outcomes with the
probabilities of the outcomes being
used as weights. In the above ex
ample the probability of losing
$2.00 is two-thirds and the other
outcome of winning $4.00 has a
one-third chance. The expected
value, E(V), of this game is zero
determined as follows:
E(V) = P(R) X (-I) +
(1—P(R)) X D
E(V) = ⅔ (-$2.00) +
⅓ ($4.00) = 0

The game is an even game but
with a ⅔ chance of ruin if the
player insists upon a profit of 4
units before terminating the game.
This explains why the greedy gam
bler normally loses to the house
(which has a larger bankroll) even
in a fair game in which he wins
50 per cent of the time.
General model

In situations when the probabil
ity of success is in favor or against
the player, the general model can
be expressed as follows:6
Management Adviser

P(R) =

(q/p)I [1-(q/p)D]
1-(q/p)I+D
for p
q
≠
and p + q = 1

where:
P(R) = probability of ruin
p = probability of success
q = probability of failure
(1-p)
I = Investment units
D = Desired units of return.

To illustrate concretely a game
which is unfavorable to the player,
i.e., the likelihood of failure is
greater than the likelihood of suc
cess (q>p), the following is as
sumed: p=.4; q = .6; I = 2;
and D = 4.

P(R) =

1-(.6 2 + 4

.88

The expected payoff of the game
is:

E(V) = .88 (-2) + .12(4)
= —1.28 (units, such as
dollars).
The high probability of losing
the initial investment plus a nega
tive payoff should indicate that one
would not play unless he wants to
throw away his money.
Now let’s investigate the case in
which the game is favorable to the
player when p>q and assume the
following: p = ⅔; q =⅓; I=2;
and D = 4.

_ (q/p)I[1 — (q/p)D]
1-(q/p)I+D
.333 - - [1- .333
)4]
666.666
1 _ ( .333
2+4
.666 - - -

P(R)

.24
The expected payoff in this game

is
E(V) = .24(—2) + (.76)(4)
Since the expected payoff is posi
tive, one might expect the person
to play. However, there is an al
most 24 per cent chance of losing
the initial capital investment with
out any return. This raises the
March-April, 1973

The greedy player who insists on a maximum profit nor
mally loses to the house (with its larger bankroll). Even
though the game is even, there is a 2/3 chance of his ruin.

question of utility. The risk could
be too high in relation to the
player’s utility pattern.
At this point, the decision maker
might consider: (1) increasing the
number of capital units, (2) requir
ing a small return, or (3) changing
the success ratio and then analyzing
the results. This is not to say that
the considerations are mutually ex
clusive. He may vary all the para
meters at the same time. However,
in all likelihood a project this risky
would be rejected without doing
any further analysis such as sensi
tivity analysis.7
Possibility of infinite return

The third case which may be
more realistic from the standpoint
of business ventures assumes no
end to the return. In other words,
the game is only terminated by
ruin and not necessarily by achiev
ing a discrete number of profit
units. In the case where the game
is played indefinitely, the formula
takes this form:
P(R) = (q/p)I
The above formula assumes for
the gambler that the house has un
limited funds or, if the player is a
businessman, that the economy will
provide unlimited units of return.
In neither case is the assumption
unrealistic nor a prohibitive con
straint. In fact most increased prof

its last for the life of a process
which, in many cases, is indeter
minable.
One might note that,8 if p = q =
½ or q>p, then P(R) = 1. A
person would be foolish indeed to
undertake such a venture, since to
invest indefinitely is certain ruin.
Now let us turn to the infinite
case with the condition that p>q.
Let p = .6, q = .4, and 1 = 2
then:
P(R) ==

4
.6

(.4)2

= .444

Since the number of units of in
put is the exponent in this formula
it becomes apparent that as the
investor is willing to increase the
units of capital input, for a given
success ratio, the likelihood of ruin
decreases. This particular feature
allows a person to trade off dollars
for a reduction of risk of ruin.
However, this is not without some
cost because the potential loss must
necessarily increase. The following
two examples illustrate this in con
crete terms. If, in the above case,
1 = 4, then:
)4.
P(R) = (.4
.6

.1975

and if I = 8, then
P(R) =

.4
.6

( —)88

.039

As can be seen from above, an in
crease of committed funds through
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time can reduce the likelihood of
ruin.
While the businessman can miti
gate the possibility of ruin by in
creasing the units of capital as
signed to a project, he cannot es
cape the possibility of ruin. As in
all statistical techniques he must
be willing to accept some risk. This
is not new to the businessman,
however, since he has always rec
ognized that he may spend all of
the money allotted to the project
before he receives any return, if
indeed he receives any at all.
Setting the risk of ruin

If the investor is willing to
allocate more money over a
longer period of time, he can

Since the investor must accept
some level of risk of being ruined
for a given number of capital in
puts, he might prefer to set the
level of risk. The question then is,
“What is the necessary failure/success ratio to satisfy these con
straints?” Let’s examine the condi
tion when the probability of ruin is
specified, say P(R) = .05 and the
units to be risked are I = 2. To
do this let Q = (q/p) then:

must have a greater probability of
success before undertaking certain
investigations.
To illustrate the above phenom
enon, let us double and then quad
ruple the capital resources to be
allocated to the project by letting
I = 4 and then I = 8 while holding
the probability of ruin constant at
the .05 level.

.05
.47
1.47p
p
p
q

=
=
=
=
—

P(R) = (q/p)I
Q4
.05
=Q8
Q
.6866 = Q
1
1.6866p = 1
.6789
p
.59
.68
q
.41
.32

From the above analysis it can
be seen that as the investor is will
ing to allocate more money over
a longer period of time, he can ac
cept high risk projects and yet
minimize his probability of ruin.
This in part explains the behavior
of many firms which invest money
in projects that have an extremely
high profit potential but with a
relatively low chance of success.

accept high risk projects
and yet minimize his
probability of ruin.

P(R) = QI
.05 = Q2
.2236 = Q
but Q = q/p, and q = 1-p, so
1-p
.2236 = —
P
1.2236p = 1
p ^.817
q
.183
This indicates that an 82 per cent
chance of success is necessary for
the risk of losing the fixed capital
invested for two successive periods
to remain at the .05 level. However,
as more units of investment are
committed to a project, the failure/
success ratio can approach the
equality condition of p = q =
while holding the probability of
ruin constant. This is a particularly
noteworthy characteristic of the in
finite return model, and indicates
what has always been known, i.e.,
firms with larger capital resources
for problem solving can undertake
ventures with a relatively low prob
ability of success. Also, conversely,
firms with limited capital resources
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To stop or continue ventures

The assumption that the amount
allotted to periodic investments is
all spent at the beginning of the
period might well be questioned,
e.g., some expenditures are more
nearly continuous on some projects
—especially salaries. While many
expenditures are made throughout
the budget period, the budget peri
ods are for planning purposes
treated as being discrete and re
sources are allocated for a given
number of periods. This treatment
in the model builds a conservative
hedge because obviously if the
future expenditure is treated as
continuous, the present value of the
amount assigned per period would
be less.9
Also, after each period a decision
can be made to continue or dis
continue the project as more re
cent information is gained because
new values could be supplied the
model for the remaining life of the
project for analysis purposes. To
illustrate this, using our previous
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example with P(R) = .05 and C
= 4 budget periods, the probability
of success had to be approximately
.68 with a potential discounted re
turn in excess of $14,700. After the
first period of expenditure, with
three remaining budget periods
left, while holding the level of risk
constant, the necessary probability
of success becomes 73 per cent but
only $13,700 discounted return is
necessary. The calculations follow:
I = 3, P(R) = .05
.05 = Q3
28.69897 — 30
Log .05 =
3
= 9.56632-10
antilog = .3684
1-p
but since Q =----- , then:
P
1-p
.3684
P
1.3684p = 1
p
.73
q
.27
return
$13,700

The position taken here is that
past expenditures are sunk costs
and are not relevant to the future
decision concerned with spending
additional units of $10,000 or to
discontinue the project. This ex
plains part of the diminution of the
projected returns necessary to con
tinue a search for a solution. The
other part is explained by the na
ture of the model because as noted
before when the number of budget
periods are reduced, the probabil
ity of failure must also be less in
order for the probability of ruin to
remain constant. Or put more posi
tively, a greater probability of suc
cess is required for limited resour
ces at a given risk level.
To continue, in a similar manner
with two years remaining the nec
essary probability of success in
creases but the estimated return
can decrease as shown below:
.05 = Q2
.2235 = Q
.2236 - - ^2.
P
1.2236p = 1
p
.82
q
.18
return
$12,200
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Nothing has been stated to this
point concerning the minimum
amount of return necessary for the
project to be considered a feasible
alternative. The calculation of the
necessary discounted return after
using present value techniques is
a simple matter. All one needs to
do is to divide the amount of per
unit input by the probability of
success.10 To illustrate:

$10,000/.6789 = $14,730
The $14,730 is the limit of the ex
pected loss for a .3211 failure prob
ability and a $10,000 input. The
above is a geometric progression
with the first term X1 = $10,000
and the common ratio r = .3211
(the probability of failure).

When r is equal to some posi
tive or negative quantity between
zero and one . . . the sum of an
infinite number of terms of the
geometric progression does not
get larger or smaller indefinitely
but . . .11
converges to a limit. The limit of
an infinite number of terms of a
geometric progression is given by
the expression

= X1
1-r
or in our case X1 = $10,000; r =
q = .3211 therefore:
S∞

. . . the necessary return can

be determined for any fixed

capital outlay per period . . .
The model allows the

decision maker to specify
the units of input before
each budget period.

S ∞ = $10,000/.6789 = $14,730.
In a similar manner, the neces
sary return can be determined for
any fixed capital outlay per period.
Again an apparent assumption in
the above statement is that capital
outlays are held constant for each
of the I budget periods.12 The
model does, however, allow the de
cision-maker to specify the amount
of units of input before each bud
get period. It follows then that the
amount of input per unit of time
could change from say $10,000 to
$20,000 or vice versa since inde
pendence is assumed between trials
for the I investment periods and
an evaluation made. Before the
first trial, the model assumes sta
tistical independence between trials
(the probability of success is the
same for each trial). This assump53

tion, however, does not preclude
the investigator from starting anew
at the end of each period for an
alysis purposes.
The number of periods

The number of investment peri
ods can be either a dependent or
independent variable subject to the
desires of the evaluator. Suppose
that after an analysis of the project,
the estimated probability of suc
cess is .70 with an estimated dis
counted return of $15,000, the ap
proximate numbers of $10,000 fu
ture inputs into the project must be
3.5 periods determined as follows:
P(R) = (q/p)I

.05 =
3.53492 = I
Conclusions

A fair question at this point is,
“How does the businessman use this
type of information in capital ex
penditure decisions?” The value of
the analysis is contingent upon the
following hypotheses:

(1) Most businessmen have an
intuitive belief as to the amount of
return and the associated probabil
ity of success.
(2) They also have in mind an
amount they are willing to spend
to solve a problem.
(3) They have some risk factor
they are willing to accept in losing
the invested dollars.
If the above hypotheses are true,
then the Gambler’s Ruin model
provides a bench mark of values
by which one can assess the desir
ability of undertaking certain ven
tures.
The model also emphasizes cer
tain characteristics which the busi
nessman should be willing to ac
cept.
(1) For a given risk factor as
more capital is allocated to the
project, the probability of success
can approach ½, or the probability
of failure can increase, while the
risk of ruin remains constant if suf
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ficient capital is allocated to the
project.
(2) An acceptance of a greater
risk factor for a given capital sup
ply requires less chance of success
than a lower risk factor.
(3) Risk cannot be avoided.
Zero risk requires both an infinite
capital input and an infinite profit
potential.
(4) Projects involving capital
outlays when q = p or q > p, if
continued indefinitely, lead to cer
tain ruin.
The Gambler’s Ruin model is not
a panacea for making capital bud
geting decisions, but rather pro
vides a different vehicle with which
to view a problem. Although it was
stated that businessmen would like
to have a model which exhibited
ergodic properties, what was not
stated was they would like to be
the sole possessor of such a model.
Otherwise, part of the reason for
their job would cease to exist. The
Gambler’s Ruin model still requires
decision making!
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BOOKS
Marketing Information Systems
by Kurt H. Schaffir and H.
George Trentin, American Man
agement Association, Inc., New
York, 1972, 327 pages, $24.

The per-page price of this book
is staggeringly high, hut the pub
lishers are probably right in their
prediction (on the jacket) that it
will become the standard reference
book for planning, designing, and
operating marketing information
systems.
In the rush to develop manage

ment information systems, the au
thors of this book point out in the
preface, marketing has been ne
glected. The major focus has been
on accounting and other financial
areas, production planning, and in
ventory control. Sales analysis and
forecasting have received some at
tention, but on the whole little has
been done to provide marketing
people with “the kinds of informa
tion which should flow logically
from an integrated management in
formation system and which would
improve their effectiveness in plan
ning and controlling marketing op
erations.”
This is a mistake, the authors
believe, not only because market

ing is the lifeblood of most compa
nies but also because, since most
information flows “start with the
marketing function, in the form of
forecasts and sales, and then flow
through other functions to activate
systems in the purchasing, manu
facturing, financial, and other areas
of the business,” neglect of market
ing systems means that “all other
systems operate at less than peak
effectiveness.”
The authors, both partners on
the management consulting side of
Arthur Andersen & Co., have set
out to correct that error. In so do
ing they have produced what
seems to be the first complete man
ual for design and operation of a
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marketing information system. It is
a real contribution to the systems
designer’s reference library and to
the marketing man’s as well.
The authors of this tightly
packed volume start by describing
the major components of a market
ing information system—the infor
mation needs of the various man
agers within the marketing organi
zation and how they can be met.
Then they relate this functional
concept to an integrated total man
agement information system.
Criticizes “by-product” approach

These authors are strongly op
posed to what they call “by-prod
uct” systems for marketing infor
mation, systems that provide only
information available as a by-prod
uct of order handling, billing, and
accounting operations. Most pres
ent systems are of this type, the
authors report, because the infor
mation is considered “free” of cost.
There are several pitfalls in this
notion: Much information useful or
necessary for marketing purposes
is not necessarily captured in the
order entry, billing, and accounting
process unless special provisions
are made for it. Special marketing
analyses and tabulations of sales or
profits for particular groups of cus
tomers or products are generally
not available unless specific provi
sions for necessary coding have
been built into the system. On-re
quest reporting is slow, cumber
some, and expensive.
“In general,” the authors warn,
“by-product systems are limited to
internal phases of data collection,
cost analysis, and performance re
porting. They are severely lacking
with respect to external marketoriented information and to search,
screening, forecasting, and activity
planning and reporting.”
Far better, the book suggests, is
an information system especially
designed for marketing but tied to
the rest of an integrated total sys
tem. The authors go on to spell out
how the marketing information sys
tem concept can be applied to cus
tomer service, sales performance,
operational and financial control
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reports, sales force compensation,
and advertising and promotion.
One chapter covers “the emerg
ing information needs of the new
function typified by the ‘vice pres
ident for distribution,’ often a noman’s-land of responsibility and
knowledge.” Information needs in
connection with Government anti
trust statutes, which make knowl
edge of cost differentials between
customers of different types and
sizes a prerequisite to pricing, also
are given special attention. Other
chapters link marketing to elec
tronic data processing, to other
functional areas of management,
and to operations research.
The book also contains two com
plete case studies in the design and
installation of marketing informa
tion systems based on Arthur An
dersen-designed systems the au
thors consider successful. Since
conditions in industrial and con
sumer markets differ, there is a
separate case study for each.
Other chapters discuss special
ized applications—retailing, adver
tising agencies, and finance and
banking. The final chapter deals
with the basic approach to imple
menting an information system and
its parts and the marketing man
ager’s role in the process.
The language of this book is
clear and simple if not sparkling;
the coverage is both thorough and
comprehensive; and the orientation
is practical. There are 160 exhibits
—tables, charts, forms, and reports
ranging from organization charts,
job descriptions, and customer pro
files to flow charts, sales analyses,
and financial reports. To consult
ants, systems men, and marketing
executives, this book should be
worth the money.

Managerial Comparisons of Four
Developed Countries: France,
Britain, the United States, and
Russia by David Granick, The

MIT Press, Cambridge, Mass., 1972,
394 pages, $15.

Every industrialized country has
its own style of management, and
some are more conducive to eco

nomic growth than others. Those
of Britain and France—although
very different from each other—are
not very growth-promoting, this
author seeks to prove in a book
whose description of management
mores in four major countries is
likely to prove more interesting to
Americans than his thesis.

Industrial productivity (output
per man hour) has increased more
rapidly in Western Europe than in
the United States since World War
II but still is only about half that
of this country. Why? The author’s
hypothesis is that British and
French companies, at least, adapt
less rapidly to change, and for that
he puts the blame squarely on man
agement.
In this book, which is primarily
a study in comparative manage
ment despite its economic preten
sions, Professor Granick examines
managers’ value systems, back
grounds, and selection and award
procedures in Britain and France
and attempts to show how these
factors affect their performance.
Only Britain and France are stud
ied in detail, but managerial be
havior there is frequently com
pared with that of the United
States and of the Soviet Union (a
country whose managers he de
scribed in a book that won atten
tion some years ago).
The basic source of his informa
tion was a series of intensive inter
views carried out in France and
Britain over a period of 18 months
in 1963-1965. Seven French and
three British companies, all large,
were studied in depth and were re
visited on a six-week trip in 1967.
Less intensive interviews were con
ducted in ten large American com
panies and during a two-week visit
to Russia in 1967.
The ten French and British com
panies are given full-scale case
study treatment in the book. The
case studies are fascinating in
themselves, but the author’s gener
alizations about British and French
management are by far the most
interesting part of the book.
The British companies studied
are all highly decentralized, with
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thin headquarters staffs and little
effort at coordination and control.
The operating divisions are run
like independent companies, with
little attention paid to overall cor
porate goals, which in any case are
seldom communicated even if they
happen to be spelled out.
“Suboptimization” in UK, France

The resulting tendency toward
“suboptimization” (pursuit of the
profitability of the divisions rather
than of the whole) is further in
tensified by the pattern of man
agement training, selection, and
compensation in Britain. Business
management has the lowest status
in Britain of any of the four coun
tries compared, and selection
standards are loose. In the sense
that almost anybody can get into
the act—and also in the sense that
promotion opportunities are not re
stricted to favored groups—British
management is much more demo
cratic than that of the other three
countries discussed.
British managers typically do not
come from the better schools
(which send their products into
government and the professions).
They start young and are promoted
chiefly on the basis of their per
formance records, with frequent
shifts from one company to an
other. Salary scales are relatively
low, and promotion is the best
route to higher compensation, al
though bonuses, usually based on
profitability or technical perform
ance, are also common.
In France, on the other hand,
companies are highly centralized.
The central control is often so tight,
however, that headquarters, also
usually thinly staffed, cannot even
exert it. The result is sometimes
complete chaos at the divisional
level. Furthermore, the extreme se
crecy which French corporate
headquarters groups often display
about corporate goals, plans, and
results makes it impossible for divi
sional executives to work in the
overall corporate interest even if
they wanted to.
The kind of suboptimization that
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prevails in French companies is dif
ferent, however, from that charac
teristic of Britain. It is not directed
at increasing the profits of the op
erating unit but rather at profes
sional accomplishment in func
tional units—the best research, the
most efficient plant, the largest
sales volume.
The reason lies in the French
system of recruiting and promoting
managers. The top jobs, aside from
those that go to members of the
owning family, if there is one, are
reserved for graduates of a few top
engineering schools. Only these
graduates, marked and identifiable
from the moment they enter the
company, are ever promoted be
yond the functional brackets in
middle management.
Management policies

Professor Granick also describes
how specific management policies
—the lack of long-range planning,
the lack of horizontal mobility for
managers (except between compa
nies in Britain), the structure of
transfer pricing—reinforce the ten
dencies toward suboptimization
and functional optimization.
There is more—much more—and
all of it is fascinating. Professor
Granick’s efforts to prove his hy
pothesis about productivity and
growth are technical, sometimes
mathematical, and somewhat hard
to follow. Only an economist could
say whether he really proves any
thing, but, actually, only an econ
omist could care.
Guidelines useful to all business

For the American businessman
or consultant, who really doesn’t
care very much about theories of
economic growth, the raw material
is enough. Anyone who has to deal
with managers in Britain or France
(or, for that matter, in the Soviet
Union) will find invaluable guid
ance here. And, of course, any ac
count of the successes and failures
of other managements provides
useful clues to pitfalls and oppor
tunities in the American corpora
tion as well.

The Fur-lined Mousetrap by C.
Northcote Parkinson, Leviathan
House Ltd., London and New York,
1972, 109 pages, $5.75.

C. Northcote Parkinson is un
questionably the greatest living
humorous writer on management.
His numerous imitators are but
pale shadows of the discoverer of
Parkinson's Law. So, unfortunately,
is Parkinson himself in this latest
effort.
Parkinson’s Law, that work ex
pands to fill the time allotted to it,
was one of the most significant of
all insights into the human work
situation. No other principle of
management has its universality or
its immutability.
Parkinson proves that in this new
book by easily demolishing Peter’s
Principle, showing at the same
time that he will brook no com
petition.
Peter’s Principle, first enunciated
by Laurence J. Peter, is that in a
hierarchy every employee tends to
rise to his level of incompetence.
In Parkinson’s words, “So long as
anyone works efficiently he is re
garded as suitable for promotion.
Successive promotions bring him to
a level in the organization at which
he proves incompetent, the work
being beyond his ability. ... By
this process the majority of posts
come to be filled by incompetent
people who remain in office until
they retire.”
This theory, Parkinson, suggests,
was probably put forward as a joke
and should not be taken seriously.
“It does not accord with our actual
experience, nor does it stand up to
critical scrutiny.”
It is, he says, implausible in view
of the pyramid structure of busi
ness. “If we assume with Dr. Peter
that the president is incompetent
. . . we have to deduce either (a)
that there was nobody fit for the
top post or (b) that those who
would have been suitable are lower
in the organization and are there
fore below their level of compe
tence. . . . The narrowing of the
pyramid holds people down irre
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spective of their competence. . . .
Given an oblong, the Peter Prin
ciple might at least be plausible.
Given a pyramid, it is plainly in
correct.”
Basically, however, says Parkin
son, Peter’s Principle falls down
over the word “competent.” Peter
assigns “to each human being a
‘ceiling’ in terms of ability, a level
above which he will prove incom
petent. . . . Peter’s Principle as
sumes that each person’s level of
competence is as permanent as his
height and blood group. . . . Some
human characteristics, like intelli
gence, are plainly hereditary, but
the basic requirement for efficiency
—a reluctance to go home until the
job is properly done—is as variable
as the wind. . . . The fixed ceiling
of competence is a myth, as has
been proved repeatedly in time of
revolution.”
Consultants analyzed kindly

Just to prove that there are no
hard feelings, Parkinson analyzes
Dr. Peter’s professional background
to see how he arrived at his prin
ciple. Noting that Dr. Peter is an
educator, Parkinson lambastes the
field of “educationalization” and
the brotherhood of the Ed.D., “an
enclave of people committed to the
study of nothing. It is in these sur
roundings that Dr. Peter bewails
the fact that most people are in
competent. He has lived most of
his life, one suspects, in a world
where that is literally true.”
Parkinson’s resounding victory
over Peter is the high spot of this
little book of essays. There are
other chapters that will be of inter
est to accountants and consultants,
most notably a surprisingly warm
defense of the consulting profes
sion:
“. . . while there are examples of
ex-consultants who have succeeded
in business, the born consultant
would never attempt it. He knows
that his mind is on a different
wavelength. . . . Like an actor, he
has to throw himself into a part. . . .
Like the signpost by the roadside,
the born consultant points the way
but does not follow it.”
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“In what sense is he an expert?
. . . his experience mostly relates to
the time of crisis. . . . Five years’
work as a consultant is the equiv
alent of 50 years in ordinary busi
ness because the whole of that
period has been devoted to the most
difficult problems.”
Excessive overhead dissected

The wisest of Parkinson’s chap
ters is that on overhead, one in
which he is able to hark back to
familiar themes. He finds four
major reasons for excessive over
head:
The most universal is fluctuating
workload, which is easily solved by
the use of temporary employees.
A cause that is more difficult to
handle is growth in the size of the
organization, which leads to “peo
ple making work for each other . . .
any office which can boast a thou
sand employees is likely to be ad
ministratively self-sufficient. . . .
Such an office can live on the paper
it produces, its executives spending
their time in reading each other’s
memoranda.”
A related cause may be the tech
nique of control applied by the
head office. Overcentralization not
only kills all initiative on the pe
riphery of the organization; it also
kills all leisure at the center. “The
paper arrives in a quantity directly
related to the degree of centraliza
tion that is being imposed.”
The work load also is affected
by another factor—“the traditional
emphasis on things as opposed to
time. The historic obsession of the
head office is with equipment, ma
chines, goods and tools. . . . The
discovery that the nurses’ time
spent in checking the inventory is
worth more than the missing cham
ber-pot is something very recent in
hospital practice.”
Four other essays in the book
are business-related. The title essay
analyzes the substitution of perma
nent inflation for the traditional
business cycle and finds it to be a
cul-de-sac. A chapter on incentives
and penalties, while sound enough,
is neither original nor funny. “Ad
vertise or perish” argues that sup

ply creates demand. A chapter on
business and government praises
what Parkinson sees as the instinc
tive internationalism of business
and urges “a world organization of
Big Business ... in world affairs
(as in other fields of enterprise)
the best lubricant is probably Oil.”
The other topics covered in the
book are of more general interest—
although not very interesting. They
range from the nature of humor
and genius through demonstrations
and the revolt of youth to the de
sirability of driving on the left
hand side of the road: “Left is
right.”
To rephrase Parkinson’s own
Law, books by a successful author
expand to fill the demand. Not all
of them are of equal quality or
meet a real need.

Whistle Blowing: The Report of
the Conference on Professional
Responsibility by Ralph Nader,

Peter Petkas, and Kate Black
(editors), Grossman Publish
ers, Inc., New York, 302 pages,
$6.95.

well

It was a General Motors engi
neer who first called Ralph Nader's
attention to the hazards of the Cor
vair and launched the latter on a
spectacular career of what he calls
“full-time citizenship.” That engi
neer was Nader's first whistle
blower. This book presents the
stories of some three dozen others,
along with a discussion of the
whys, whens, and hows of whistle
blowing.

“Whistle blowing” is defined by
Ralph Nader as “the act of a man
or woman who, believing that the
public interest overrides the inter
est of the organization he serves,
publicly ‘blows the whistle’ if the
organization is involved in corrupt,
illegal, fraudulent, or harmful ac
tivity.”
Two years ago Ralph Nader and
his Clearinghouse for Professional
Responsibility organized a confer
ence to bring together some of the
leading exponents of whistle blowManagement Adviser

ing and some whistle blowers
themselves. This book is the result
of that conference. It is much more
than simply a conference report,
however, for chapters based on ad
ditional research have been added
to make what is undoubtedly the
first manual of whistle blowing.
The first four chapters of the
book are the four keynote speeches
given at the conference. Ralph
Nader pointed out that the exist
ence of large corporations with a
system of “private government”
calls for extension of the traditional
concept of civil liberties, originally
conceived as protections against
arbitrary government power. Sen.
William Proxmire of Wisconsin
called attention to the abuses of the
Defense establishment and the
need for legal protections for
whistle blowers. Robert Townsend,
former chief executive of Avis Renta-Car, suggested that whistle blow
ing may be the only way to save
the free enterprise system. Prof. Ar
thur S. Miller of the National Law
Center, George Washington Uni
versity, called for changes in the
law to protect government and cor
porate employees against arbitrary
treatment.
Then the stories of some notable
whistle blowers are told, a dozen
of them in detail and some two
dozen others in capsule form. The
case studies start with A. Ernest
Fitzgerald, author of The High
Priests of Waste, who exposed cost
overruns on the C-5A plane, and
include Dr. John W. Gofman and
Dr. Arthur R. Tamplin, who chal
lenged the Atomic Energy Commis
sion’s radiation health standards;
Ralph Stein and Christopher Pyle,
who disclosed Army spying on ci
vilians; Dr. Jacqueline Verrett, who
helped kick off the cyclamate scare;
Charles Pettis, who attacked un
sound design and construction by
a construction company building a
road across the Andes; and workers
at the West Hartford, Conn., plant
of the Colt Firearms Company,
who revealed deception in the test
ing of rifles bound for Vietnam.
The research-based chapters ana
lyze the problems of whistle blow
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ing within the corporation and
within the government and urge
legal changes and changes of pol
icy on the part of the Civil Serv
ice Commission, private industry,
unions, and professional societies.
The final chapter offers ethical and
practical advice to the would-be
whistle blower.
This is a fascinating, disturbing,
and yet hopeful book. Somehow,
despite some horrendous case
studies, it conveys Ralph Nader’s
own optimism that individual free
dom has not yet been smothered
by governmental and corporate bu
reaucracy, that there are those who
care, and that their effectiveness is
growing.
Above all, since most whistle
blowers are people caught up in a
conflict between professional stand
ards of one sort or another and the
facts of economic life, this is a book
for professionals to read, particu
larly those who are active in the
leadership of their professional so
cieties. It is a powerful reminder
of their ethical responsibility to
police the wrongdoers in their pro
fessions and to support those who
speak up for the right.

The Managerial Revolution Re
assessed: Family Control in
America’s Large Corporations by
Philip H. Burch, Jr., Lexington
Books, D. C. Heath and Company,
Lexington, Mass., 1972, 195 pages,
$12.50.

This author attempts to prove,
by means of what seems to have
been a rather thorough piece of re
search, that private control of pub
licly owned corporations has not
declined nearly so much as econ
omists and management theorists
have assumed.
Ever since Adolf A. Berle, Jr.,
and Gardiner C. Means published
The Modern Corporation and Pri
vate Property, in 1932, their thesis
that the growing dispersion of stock
ownership in the United States has
resulted in a shift of corporate
power from owners to professional

managers has increasingly become
part of the conventional wisdom.
After James Burnham coined the
phrase, “the managerial revolu
tion,” to describe this phenomenon,
the assumption was widely ac
cepted by the public as well as by
economists and writers on man
agement.
Mr. Burch (whose qualifications
in the field are not explained by his
publishers apart from the statement
of some undefined affiliation with
Rutgers University), was not so
sure, however. In this book he seeks
to disprove the Berle-Means thesis
by means of a research study
whose methodology, he says, is su
perior to theirs. As sources, in addi
tion to proxy statements and Se
curities and Exchange Commission
“insider” reports, he used Standard
& Poor’s Corporation Records, For
tune, Forbes, Business Week, The
New York Times, Time, and
Moody’s.
He classified a company as prob
ably under family control if two
conditions were met: 1. if 4 to 5
per cent or more was held by a
family, group of families, or some
affluent individual, according to
any of the sources he used, and
2. there had been either inside or
outside representation on the part
of a family on the board of direc
tors of a company, generally over
an extended period of time. The
companies picked for the study
were the first 300 of the Fortune
list of the top 500 industrials; For
tune’s top 50 merchandising firms;
its top 50 transportation compa
nies; and its top 50 commercial
banks, all from the 1965 lists. The
findings are summarized in tables
that contain a company-by-com
pany breakdown of control status,
sometimes with supporting evi
dence.
Mr. Burch found more than 40
per cent of the top 300 industrial
companies to be probably under
family control (although only 20
per cent of the top 50); 58 per cent
of the top 50 merchandising firms;
36 per cent of the top 50 transpor
tation companies; and 30 per cent
of the top 50 commercial banks.
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In his discussion of his results
he identified interesting regional
and product factors that seemed to
affect patterns of control. He did
not find any correlation with age,
however, challenging the assump
tion that companies typically are
started by entrepreneurs and even
tually pass out of family control
into the hands of professional man
agers.
An important book

This book, although short, con
cise, and heavily footnoted, makes
fascinating reading for anyone in
terested in management as well as
for economists and political scien
tists. If Mr. Burch is correct in his
analysis, he has written a very im
portant book indeed.

Briefly listed
Getting Acquainted with Account
ing by John L. Carey, Houghton
Mifflin Company, Boston, Mass.,
1973, 156 pages, $3.50 (paper

bound).

Intended as a supplement to a prin
cipal textbook or a first course in
accounting, this little volume by
the former administrative vice pres
ident of the AICPA seeks to provide
a broad perspective on the role of
accounting without getting bogged
down in mechanics and procedures.
Its stress on the history, philosophy,
development, and end uses of ac
counting and the profession’s rela
tion to economic and social prob
lems is intended to supply a back
ground that is often omitted in
elementary accounting courses.
Compensation of Professionals:
A Selected and Annotated Bibli
ography by N. Carroll Mohn,
Bureau of Business Research, Grad

uate School of Business, The Uni
versity of Texas at Austin, 1972, 85
pages, $2 (paper bound).

This study, a survey of the litera
ture on professional compensation,
seeks to synthesize the research
findings regarding theory and prac
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tice in this field. The first section
analyzes general conclusions, im
pressions, and inferences about pro
fessional compensation. The second
section is the bibliography itself.
The books and articles listed (and
summarized) were selected “from
all applicable areas of compensa
tion research. They were chosen for
their empirical demonstration of
findings, their timeliness, their im
port, or some combination of those
criteria.”

MAGAZINES
Improving Product Abandon
ment Decisions by Paul W. Ham
elman and Edward M. Mazze,
Journal of Marketing, April, 1972.

This article describes a product
review evaluation model which
views the total product line as a
set of interrelated elements, each of
which places varying demands on
the resources of the firm. Inputs
to the model consist of standard
cost accounting and market infor
mation data. The model called
PRESS is easily adaptable to most
product lines and readily imple
mented.
Because firms are continually in
troducing new products into the
market it is imperative that some
of these products eventually be de
leted. The authors present a system
atic approach for management to
use in determining which products
to eliminate.
Paul W. Hamelman and Edward
M. Mazze point out three older
approaches which have been pre
sented. One by Berenson considered
five major decision factors: financial
security, financial opportunity based
on phase of the product in its life
cycle, marketing strategy, social
responsibility, and the possibility of
organized intervention against prod
uct deletion. The second, by Hurst,
suggested ten bases for deletion
analysis: profitability, scope of
product line, marketing efficiency,
production efficiency, cost price,
value, quality, service, and compe
tition. The Hurst approach was cri
ticized for its lack of analytical

method for performing the analysis.
The third approach, by Katler, pro
posed a six-step analysis which
would utilize PERT to achieve
a planned product phase-out.
Product abandonment decisions

The Hamelman and Mazze model
utilizes standard cost accounting
data and the computer to help man
agement arrive at product abandon
ment decisions. The model doesn’t
consider fixed-facilities costs be
cause the authors consider them
sunk costs which are unaffected by
the abandonment decision. Also,
two assumptions were made in de
veloping the model: 1) the avail
able production factors can be util
ized to produce any pattern in the
line, and 2) contribution margin is
the primary criterion for comparing
the value of products. The model
referred to as PRESS (Product Re
view and Evaluation Subsystem)
consists of four integrated steps or
parts, PRESS I through IV. In
PRESS I the basis for comparison
is the Selection Index Number
(SIN) which is a measure of the
product’s present contribution mar
gin divided by its per cent utiliza
tion of the firm’s resources. The au
thors note that the lower the SIN
the greater the probability for de
letion. However, no decision would
be made until the other three steps
in the model were carried out.
PRESS II continues the analysis
with a look at price-volume rela
tionships and a narrow segment of
the demand curve. The model is
designed to be used for either the
entire product field or selected
products which proved to be can
didates for deletion under PRESS I.
This phase of the analysis assists in
evaluating whether current prices
should be changed.
PRESS III looks at sales trends
not only to determine candidates
for deletion but also to identify
those which may become good rev
enue producers in the future. Once
the results of this phase are evalu
ated, new PRESS data is obtained
and reevaluated. New SIN values
and product listings are obtained
which further assist management in
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deciding which products to delete.
PRESS IV considers the product’s
complementary qualities and the
possibility of substituting one prod
uct for another. Under this phase
of the model a new decision factor
called RESIN is introduced to re
flect tie-in sales and replacement
sales which would result from a
product deletion. RESIN is simply
the initial SIN adjusted upward
or downward for tie-in sales or
replacement sales respectively. This
phase of the model results in an
automatic product deletion based
on predetermined specifications by
management. An example is pre
sented by the authors in which
management determined that labor
costs may be reduced by 20 per
cent to handle a new product soon
to be introduced. PRESS IV system
atically eliminates products until
the 20 per cent reduction in labor
costs is achieved.
Hamelman and Mazze tested
their model with data obtained
from the Devon Furniture Com
pany for illustrative purposes. The
results are presented in their article.
In their conclusion the authors re
emphasize the need for a fully de
veloped and up-dated standard cost
accounting system.
Wesley E. Flanagan
University of Florida

Operational Auditing: A Part of
the Control Process by C. T. Nor
gaard, Management Accounting,
March, 1972.

Operational auditing enables man
agement to evaluate current control
concepts and to determine areas of
potential difficulties.

Today’s organizations have be
come increasingly complex. As a
result, the chain of delegated au
thority has lengthened and the con
trol process has become more frag
mented. According to Norgaard,
operational auditing is an activity
concerned with the evaluation of
management and its operational
controls for the purpose of making
March-April, 1973

recommendations that will lead to
increased operating efficiency. Rob
ert N. Anthony has suggested there
exist within a firm three control pro
cesses: “strategic planning,” “man
agement control,” and “operational
control.” Operational auditing is di
rectly concerned with the last of
these, but the first two establish the
scope and constraints within which
the operational auditor must per
form. Thus, operational auditing is
a concept that provides internal
rather than external information.
Operational auditing and finan
cial auditing differ in three respects.
First, the financial audit seeks to
determine the fairness of financial
statements; whereas, the opera
tional audit is concerned with the
efficiency and adequacy of man
agement and operational controls.
Second, since the operational audi
tor must be familiar with general
controls of the organization, he
must possess skills more all-encom
passing than those of the financial
auditor. Third, the financial audit
deals with past performance, while
the operational audit is oriented
toward the future.
Procedural aspects

Basically, Norgaard suggests a
procedure for conducting an oper
ational audit quite similar to those
procedures followed in the more
familiar systems studies. After se
lecting the area of concentration,
the operational auditor would ini
tially conduct a general review.
The main objectives would be to
determine (1) the functions of the
audit unit, (2) the place of the
audit unit in the overall structure
of the organization, (3) the organi
zational structure of the unit being
examined, (4) the personnel and
physical facilities, and (5) the con
straints which have been placed on
the operations of the audit unit.
The second phase is a review of
management control. The auditor is
concerned with determining the
operating controls within which
the regular operations of the enter
prise take place.
The third phase is an operational

control review. This area centers on
the way in which the day-to-day
tasks are being carried out. The
auditor seeks to determine how ef
fectively operational controls are
being used.
The final report

Perhaps the most important stage
of the audit is the presentation of
the final report, since it is on this
basis that corrective action will be
taken or ignored. Norgaard suggests
that each situation is unique in
terms of the reporting function, but
that the following general guide
lines may prove fruitful:
1. Summarizing all critical find
ings and recommendations on one
page with supporting detail given
in the body of the report.
2. Attaching dollar costs to the
inefficiencies uncovered where this
can be realistically done.
3. Discussing the findings of the
audit with the responsible person
nel in the area being audited and
allowing such personnel to formu
late a written response to the find
ings which will be circulated with
the audit report.
The operational auditor contrib
utes to the evaluation process in
three ways. First, the audit he per
forms is a well organized and sys
tematic approach to the problem of
evaluating management and opera
tional controls. Second, the opera
tional auditor is in a position to see
the firm as a total unit. Third, the
operational auditor can make an
unbiased examination due to his
objectivity and independence.
Dr. Norgaard suggests that the
operational audit is a vital function
in the control process as a problem
seeker rather than a problem solver.
It is in this respect that the opera
tional audit will be most beneficial
to the organization. That is, all firms
will seek to correct existing prob
lems; whereas, the operational audit
functions as a method of determin
ing undiscovered or potential prob
lem areas.
Terry E. London
Oklahoma State University
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Computers Pay Off in Marketing

by Victor Cook, Business Horizons,
April, 1972.
Although CISCEPCISMs (com
prehensive, instant, sophisticated,
nearly costless, effective, profitable,
computer information systems in
marketing) have not been paying
off in marketing, computers can pay
off if a more realistic approach is
taken. Mr. Cook describes a hypo
thetical CISCEPCISM and then
goes on to discuss a more realistic
system which is a simplified repre
sentation of the complex market
situation.

Mr. Cook outlines a hypothetical
example of CISCEPCISM which is
comprehensive, sophisticated, and
desirable. He says that the one
thing wrong with a CISCEPCISM
is its lack of feasibility. Mr. Cook’s
hypothetical computer planning sys
tem consisted of a series of five
groups of models. The first class of
models consisted of models dealing
with the environments faced by the
firm—political, cultural, and eco
nomic. Although data can be gath
ered and relationships found be
tween market factors and demand
for the firm’s specific products, the
task is difficult and failures are
more common than successes.
The second group of models in
the hypothetical CISCEPCISM is
concerned with the “marketing de
cision models.” Mr. Cook’s CISCEP
CISM contained interdependent
nonlinear models that dealt with
the company’s and its competitor’s
marketing decision areas. Data col
lection and analysis in these areas
is usually beyond the capabilities
of the most talented corporate re
search departments. Here again the
CISCEPCISM falls short of being
a feasible system.
Models concerning the distribu
tion system are encountered next.
They would pose relatively few
problems for data gathering and
analysis. The “buyer behavior
model” follows and, finally, leads to
the fifth group of models concern
ing demand, market shares, and
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corporate costs. The whole system
would be ideal—if it were feasible.
Because a CISCEPCISM is not
the answer to the marketing man’s
information systems problem, he
ought to adopt a more realistic
view of what computers should do
in marketing. Mr. Cook describes
a realistic computerized marketing
information system in a short sce
nario. The scenario indicates how a
marketing vice-president, a brand
manager, and his market research
assistant can discuss and analyze
marketing and profit plans for one
of the 15 product markets of a
large consumer products firm.
The “realistic” system described
by Mr. Cook is more micro in na
ture than a CISCEPCISM, yet al
lows enough of the market variables
to be used to generate meaningful
market and profit plans. Base plan
projections can be made for market
subdistricts or regions as well as
for an entire market. Such a system
allows for more than one forecast
ing method to be used (regression
or exponential smoothing). One of
the most desirable aspects of the
system is that changes in parameters
as well as decision variables can be
made with ease. The parameters
that can be changed in a marketing
decision model such as this include:
time periods used, geographic mar
ket areas, brands, sizes, and changes
in planned marketing activities. The
“realistic” model presented by Mr.
Cook allows the managers to see
the results of their changes in para
meters and variables almost instan
taneously via a computer terminal
console. As a result, the computer
can quickly prove the accuracy of
many hunches and estimates held
by managers and allows them to
adjust their thinking immediately
for making better forecasts.
The “realistic” system differed
from the hypothetical CISCEP
CISM in two ways: first, the system
was a much simplified representa
tion of the complex market; and
second, the type of system can pay
for itself in a short period of time.
Since the data and computer tech
nology for the system described in
the scenario have been available for
years in some companies, systems

like this could be installed for
brand managers in most large com
panies.
A system like the ’’realistic” one
presented by Mr. Cook needs the
following seven characteristics to
become a reality:

• Relevant information
• Manager understanding and
commitment
• Use of available data
• Elimination of the middleman
• Conversational, fast commu
nication
• Modular construction
• Easy duplication.
If a system possesses these seven
characteristics it will be relatively
simple and yet do many of the jobs
a brand manager would do, only
more efficiently.
When costs versus benefits are
compared, we can look at the de
velopment costs in two ways. Full
development costs for the realistic
system totaled $24,000 including
planning, designing, programing,
creating historical data files, com
puter time, debugging, initial man
ager training, and report prepara
tion. Because the system was de
signed to be duplicated for ten
other product categories at an aver
age cost of $5,000 per duplication,
the average cost for each system
becomes about $6,700. If one were
to assume that the system was used
20 days at six hours per day over
the year, day-to-day operating costs
would amount to $1,326 per year.
The benefits of the system come
from four sources:

• Decreases in the amount of
the manager’s time spent on
routine tasks,
• Effective alternative use of the
manager’s time,
• Better (more accurate and re
liable) forecasts,
• More efficient use of the mar
keting budget.
While the last two benefits de
pend largely on the manager’s abil
ities and how he uses the addi
tional time available, Mr. Cook
concludes that the manager would
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save at least one month per year
which, if put to use on better fore
casts, would cause benefits to ex
ceed costs for the system.
Philip L. Kintzele
Indiana University

Allocating Resources Between
Research and Development: A
Macro Analysis by D. P. Gaver

and V. Srinivasan, Management
Science-Theory, May, 1972.

The interrelationship between
research and development expendi
tures are examined using tech
niques developed for solving wait
ing-line problems.
In order for a firm to be success
ful, it must allocate its resources to
various subactivities in an optimal
manner. Two of these activities, re
search, which is concerned with
the determination of new ideas,
and development, which includes
all activities necessary to make the
idea commercially feasible, are
considered. If a firm fails to com
plete a program of research and
development, others might surpass
it causing a decrease in profits. The
chance of this happening is be
lieved to be inversely related to the
amount spent.
A business must coordinate the
activities of its research and devel
opment departments. One method
of providing this coordination is
to consider the research function
as an input population and the de
velopment process to be the service
mechanism. Thus, the problem can
be solved by using queuing theory.
Allowing certain assumptions about
arrival and service, a simple queu
ing problem is developed. The
probability of losing the introduc
tion of a new product to a compe
titor is assumed to be an exponen
tial function of the time it takes a
company to market an idea and a
measure of the amount of compe
tition previously faced. Since costs
are assumed to be linear, a simple
profit function is available which
is dependent upon the amount of
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profit expected from all ideas and
the research and development costs.
Differentiation can be used to find
the maximum profit for a given
level of research or development
expenditures and changes in com
petitors’ efforts to market new prod
ucts.
Next, the service mechanism is
changed. As the backlog of research
ideas expands, the development ac
tivity will increase its ability to
process them. To accomplish this,
adjustments in personnel and sub
contracting are undertaken. It is
further assumed that if another
firm markets an idea first, the proj
ect is abandoned by all others.
The profit function is adjusted to
consider these changes. Optimal
solutions are found once again by
using differentiation.
The previous examples consid
ered only the two departments on
a macro level. Simulation is sug
gested as an approach to include
more realism in the model and
present solutions for individual
ideas. Using this method, each idea
could be examined with respect to
a finer division of duties within
each area. Other benefits are also
suggested from using simulation.
However, the reader is reminded
that simulation is an evaluative ap
proach. It is suggested that simu
lation and one of the queuing mod
els could be used to obtain the
most profitable solution for a given
project.

Some questionable assumptions

Based upon the discussion pre
sented, several of the critical as
sumptions of the queuing model
appear to be questionable. The ar
rival of new ideas is assumed to
follow a Poisson curve. A quotation
from another article does not prove
that the probability of an event is
proportional to the time interval or
that the probability of more than
one event in a time period ap
proaches zero. It is also assumed
that the service time is exponential.
Others have suggested that this
distribution considers the time in
service to be independent of the

probability of completion within
another time interval. The descrip
tion of development does not seem
to fit this criteria. Since the dis
tributions may not follow a Poisson
curve and be exponential, the solu
tions suggested may lack realism.
By assuming a macro approach an
interesting problem facing man
agers is avoided. The queue disci
pline is assumed to be operating on
a first-in first-out basis. Consider
ing profitability as the manager’s
only goal, it would appear that min
imizing waiting time for all ideas is
not necessarily the optimal solution.
However, the article does present
an interesting application of queu
ing theory and suggests additional
areas of research which are of in
terest to managers and accountants.
James H. Scheiner, CPA
The Ohio State University

Verification of Management Rep
resentations: A First Step To
ward Independent Audits of Man
agement by Jack C. Robertson
and Robert W. Clarke, The Ac
counting Review, July, 1971.

The authors study the problems
involved in using generally accept
ed financial audit procedures to de
termine the verifiability of those
items not covered by the auditor's
opinion with a view to extending
the attest function to the entire cor
porate annual report.

An appraisal of the Robertson
and Clarke article is facilitated by
reference to some earlier publica
tions in a related vein. In their
monograph, The Philosophy of Au
diting, published by the American
Accounting Association, Mautz and
Sharaf challenged the profession to
respond to the public’s demand for
the verification of more information
than that traditionally attested to
in financial statements. Their thesis
was that there were literally no
bounds to the profession’s future if
its members responded to this im
portant public need and that there
was a major risk of loss of eminence
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should the profession ignore it.
Since that time, the literature of
accounting has been replete with
proposals to extend the attest func
tion to numerous areas including
interim reports, financial releases,
future expectations of the firm, and
the non-audited portions of corpo
rate annual reports, to mention only
a very few.
In October, 1968, an article by
Robert W. Clarke entitled, “Exten
sion of the CPA’s Attest Function in
Corporate Annual Reports,” ap
peared in The Accounting Review.
Clarke explored extending the cov
erage of the auditor’s report to in
clude information included in cor
porate annual reports but not at
tested to by the auditor in spite of
the importance of such data in
making sound investment decisions.
He proposed that the auditor’s
opinion be extended to include this
information, assuming that it was
feasible from both economic and
legalistic points of view.
Can representations be verified

One year later, a second article
appeared in The Accounting Re
view entitled, “A Theoretical Struc
ture for Independent Audits of
Management.” In this work, which
was closely related to the Clarke
article, Langenderfer and Robert
son developed a tentative theory
and called for empirical research to
confirm or disprove their set of
hypotheses.
The article now under review is
a further extension of this thrust.
The authors’ thesis is that an audit
of management’s representations in
the non-audited sections of corpo
rate annual reports would be a sig
nificant step toward an audit of
management itself and that profes
sional, independent audits of these
representations would assure the
investing public of their reliability.
The authors’ specific purpose was
to perform empirical testing of the
first hypothesis described in the
Langenderfer-Robertson article,
i.e., that management representa
tions are verifiable. Their research
was designated to determine
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whether the evidence produced by
“generally accepted financial audit
procedures” (an undefined term,
apparently coined by the authors)
is sufficient for the verification of
management’s representations to
the public.
Studied unaudited information

The authors chose the unaudited
information in published annual re
ports as the basis for their study.
The journalistic research technique
of content analysis was used to de
termine what in fact is represented
in annual reports and to determine
the relative weight given to each
of 20 topical categories of infor
mation that they perceived to be
common to the majority of the re
ports included in their sample.
These ratio-weights revealed four
major categories of unaudited in
formation as follows:

1) Financial
43.8%
2) Marketing, expansion,
organization 40.1
3) Innovation, acquisi
tion, management 14.9
4) Social-external
1.2

To determine whether sufficient
competent evidence could be ob
tained to provide a basis for judg
ing the reliability of management’s
representations, the authors next
examined each of the 20 topical
categories to determine if gener
ally accepted financial audit pro
cedures would provide a basis for
their verification. Using apparently
subjective tests, an evidence ratio
was calculated which purported to
reVeal the amount of evidence that
current audit procedures could con
tribute toward the verification of
each category. These evidence-ra
tios were then multiplied by the
ratio-weights to reveal an evidence
contribution ratio for each category
to show the contribution each cate
gory of information made toward
verification of the annual report
taken as a whole.
Summing these individual contri
bution ratios, Robertson and Clarke
found that the use of accepted

audit procedures could contribute
only 65 per cent of the evidence
required for attestation of annual
report content taken as a whole.
This amount was insufficient for
rendering an opinion. While their
hypothesis was disproved, the
authors did discover that, for some
topical categories, a great deal of
evidence was contributed by cur
rent audit procedures and for other
categories, very little. Examples of
the former are special financial
data and organization charts. The
latter categories include marketing
environment and social-external
items. A further finding was that
the higher the space devoted to the
category grouping by management,
the more evidence it contributed to
the verifiability of the report. Ac
cordingly, the authors recommend
(1) that the auditor’s opinion be
extended immediately to financial
and economic data which, as would
be expected, are most amenable to
attestation, and (2) that new audit
techniques be developed to permit
ultimate attestation to all currently
unaudited items.
This article is recommended to
all who are interested in the future
thrust of attestation. The authors
have shed some light on the prob
lems of rendering opinions on the
entire annual corporate financial re
port. Their findings contain no sur
prises, but they have identified
areas in which research into new
audit techniques might be fruitful.
William Robert Smith
University of Southern California

CLASSIFIED
HELP WANTED
ACCOUNTANTS — Volunteer Peace
Corps. Two years in developing nations
overseas. Develop & implement account
ing systems in government agencies, co
operatives. Expenses paid—medical, trav
el, vacation, living. Information: Bruce
Mazzie, Action, OCP Box 249, Wash
ington, D.C. 20525
RATES: Help Wanted, Professional Oppor
tunities and Miscellany 50 cents a word,
Situations Wanted 30 cents a word. Box
number, when used, is two words. Classi
fied advertisements are payable in advance.
Closing date, 5th of month preceding date of
issue. Address for replies: Box number, Man
agement Adviser, 666 Fifth Ave., N.Y. 10019.

Management Adviser

